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Part&I! &

from other incumbent trading venues (see Table 3.1).

Thus, MiFID has had an impact on the emergence of pan-European trading as, without the abolition of the concentration rule which applied in almost all national markets in the pre-MiFID period, no competition to the incumbent trading venue would have been possible. 

Potential impact of fragmentation on spreads

In order to gain an indication of the impact on spreads that MiFID has had through fragmentation in the immediate period following the implementation of MiFID, Gresse (2010) conducted a correlation analysis between different measures of spreads 13 and fragmentation for 153 European blue chip stocks 13 The spread variables shown in Table 3.2 are as follows. Local spreads refer to spread variables relating to the primary exchange on which a given stock is listed. Global spreads refer to spread variables relating to all trading venues relating to a given stock under consideration, namely: primary exchanges, group-affiliated exchanges, other exchanges, Chi-X and Plus.

The difference between quoted and effective spread variables is the trading costs actually paid. For more details, see Gresse (2010). The!main!problems!arising!from!a!preliminary!examination!of!the!database!come! from! inconsistencies! in! the! available! data.! Even! in! the! restricted! list! of! 24! exchanges,! some!have!shareholder!statistics!for!only!a!handful!of!years.!In!other!cases,!one!type!of! shareholder! accounts! for! a! negligible! percentage! of! total! shareholding.! In! other! cases! one!strategic!shareholder!is!extremely!dominant:!the!ruler!of!Dubai,!for!instance,!owns! 80! per! cent! of! its! exchange,! which! means! it! is! no! use! analyzing! the! remainder! of! the! shareholding.! In! the! years! 2010=2011,! shareholding! data! are! available! for! all! 24! exchanges.! Conversely,! in! 2002! only! 10! exchanges! have! shareholding! data.! Inconsistency! also! arises! in! other! forms,! such! as! the! total! percentage! of! shareholdings! that! is! made! public.! For! LSE,! for! example,! between! 65%! and! 95%! of! shareholders! are! identified! for! most! of! the! period! under! study.! For! the! Toronto! exchange! (TMX),! only! 12%!to!40%!of!shareholdings!are!attributed,!depending!on!the!period.!! After! several! successive! layers! of! selection! and! elimination,! the! list! is! finally! reduced! to! six! exchanges:! London! Stock! Exchange! and! Nasdaq! (specialized! in! cash! equities!trading);!NYSE!Euronext!and!Deutsche!Boerse!(large!diversified!conglomerates! operating! in! both! cash! and! derivatives! markets);! CME! Group! and! Intercontinental! Exchange,! both! pure! derivatives! markets! (until! the! ICE! acquisition! of! NYSE! in! 2012,! which! falls! outside! the! period! selected).! This! sample! is! the! largest! I! could! find! that! fulfilled! the! necessary! requirements! for! this! study:! all! the! needed! data! are! available,! including! detailed! shareholding! structure,! for! at! least! 5=6! years;! they! are! all! publicly! listed,! their! shares! are! actively! traded! and! they! publish! comprehensive! financial! My! initial! approach! aimed! to! determine! whether! there! is! a! correlation! between! the!proportion!of!conflicted!shareholders!and!the!company's!performance.!But!the!early! results! raised! as! many! questions! as! they! answered,! prompting! me! to! search! for! alternative! methods.! In! some! instances,! detailed! analysis! of! specific! events! was! necessary,! including! searching! for! the! identities! of! individual! shareholders! at! some! point! in! time,! either! to! find! the! effect! that! an! independent! variable! can! have! or,! conversely,!to!identify!the!independent!variable!that!caused!a!particular!outcome.!

In! Part! V,! I! demonstrate! that! major! regulatory! overhauls! are! needed! to! allow! market!participants!to!take!full!advantage!of!the!means!offered!by!technology.!Although! technology! is! constantly! evolving,! its! benefits! are! not! immediately! available,! often! because! the! tools! it! offers! may! not! be! used! legally! for! some! time.! This! is! the! case! of! cheap! electronic! trading:! although! it! has! been! technically! possible! since! the! 1960s,! it! was!illegal!until!2007!to!execute!trades!off!an!organized!exchange!in!most!of!Europe.!To! show!the!effects!that!Mifid!(the!regulation!that!allowed!private!electronic!platforms!to! compete! with! exchanges)! had,! I! start! with! an! event! study,! using! mean! comparisons! to! show! that! there! is! indeed! a! significant! difference! between! exchange! performances! before!and!after!the!change.!I!follow!this!up!with!a!difference=in=differences!approach.!

This! shows! that! exchanges! whose! main! activities! were! subjected! to! Mifid! were! more! affected!than!diversified!exchanges!whose!activities!included!businesses!that!were!not! ! 56! deregulated.! Finally,! because! the! size! of! the! sample! does! not! allow! for! very! robust! results,!I!draw!parallels!with!two!earlier!periods!that!witnessed!similar!regulatory,!legal! or! political! events.! This! helps! to! show! that! similar! circumstances! have! led! to! similarly! significant!events!in!previous!instances.! exchanges,!for!example,!were!cooperatives:!after!being!approved!to!join,!members!had! to! buy! a! "seat"! at! the! exchange.! Each! seat! gave! its! holder! the! right! to! trade! on! the! exchange!floor!and!the!right!to!a!vote!under!the!one=seat!one=vote!quota!system.!Since! the!existence!(or!absence)!of!this!entry!fee!is!not!relevant!to!the!rights!and!behavior!of! the! member,! I! shall! use! the! terms! "mutual"! and! "cooperative"! interchangeably! when! referring!to!pre=demutualization!exchanges!in!the!rest!of!this!dissertation.! Three! major! factors! determine! the! governance! of! an! exchange:! (i)! whether! it! is! owned!exclusively!by!its!users!(mutually!owned!or!cooperative)!or!by!outside!investors! (demutualized);!(ii)!whether!it!seeks!to!make!profits!(for=profit)!or!not!(not=for=profit);! and!(iii)!whether!its!shares!are!listed!on!an!exchange!(public)!or!not!(private).! There! are! eight! theoretical! combinations! of! these! factors.! However,! only! four! actually! exist:! (a)! mutual/not=for=profit/private;! (b)! mutual/for=profit/private;! (c)! demutualized/for=profit/private;!and!(d)!demutualized/for=profit/public.! It! is! easy! to! see! why! the! other! theoretical! combinations! are! not! encountered! in! real!life.!There!is!no!interest!for!mutuals,!whether!profit=seeking!or!not,!to!be!listed.!This! is!because!stakes!could!only!be!sold!to!other!user=owners!who,!by!definition,!are!already! partial! owners.! There! is! no! incentive! for! a! part! owner! to! increase! their! stake! because! mutuals!are!usually!structured!with!identical!voting!rights!for!each!owner,!regardless!of! their! size! ("one=member! one=vote"! as! opposed! to! "one=share! one=vote"! for! corporations).! In! any! case,! the! mutual! structure! cannot,! for! legal! reasons,! be! listed,! because!such!an!entity!does!not!have!shares!to!list.!The!mutual/for=profit!organization,! legally! structured! as! an! association! or! cooperative,! is! usually! a! transitory! stage! in! the! evolution! from! mutual/not=for=profit/private! entity! to! demutualized/for=profit/public! corporation.!! Similarly,! it! would! be! pointless! to! list! the! shares! of! a! demutualized/non=profit! entity,! because! no! outside! shareholder! would! be! interested! in! buying! the! shares! of! a! company! that! does! not! seek! to! make! profits! or! pay! dividends.! Therefore,! there! are! no! demutualized/not=for=profit/public! companies.! Henceforth! I! will! refer! to! mutual/not= for=profit/private! exchanges! as! mutuals,! and! to! demutualized/for=profit/public! exchanges!as!public!or!listed.!When!referring!to!intermediate!structures,!I!will!specify,! 4 What are exchanges actually worth?

HISTORY OF DEMUTUALISATION OF MAJOR EXCHANGES

4.1 A framework: the case of Nyse Euronext and Lse Group Now turn to the issue of how securities exchanges are actually worth. Our purpose is to try to identify the main assumptions implied in the pricing of merging exchanges and how the business model of exchanges affects the pricing. Then, analysing future perspectives and threats for exchanges we try to understand if mergers in the exchange industry are value accretive. The task is accomplished taking into consideration the case of Nyse Euronext and Lse Group. Multiples that emerged from the evaluations of merging exchanges suggested that the securities industry relies on a great extent on consolidation in order to improve profitability of stock exchanges. Actually, recent years constitute an era of fast growing revenues and margins among stock exchanges, especially those listed. Whether this growth rates could be defended by incumbents in the future remains, obviously, uncertain. Generally speaking, the problem of what exchanges are actually worth is one of difficult solution. An useful start point would rely on the analysis of multiples. Starting in 2005, we observe an intense merging activity in the exchange industry. Now, it is difficult to make comparisons between multiples in different transactions. In fact, varying business models across exchanges make it difficult to identify comparable peers. However, the segmentation stock exchanges by business activity and geographical location consent outline some features. Table 4 shows average Ev/Ebitda multiples in recent exchange mergers by region an business. It can be observed that Us exchanges trade at higher multiples then European competitors. Moreover multiples are higher among derivatives exchanges. Since the deals examined for the United States mainly concerned derivatives exchanges, we have to conclude that the market values more derivatives business than cash trading markets. Multiples at which recent deals had been settled, far exceed average multiples of European securities exchanges in the last years. Taking into consideration the data for the period 2002-2007, main exchanges traded at average Ev/Ebitda multiples ranging from 10x to 11x. Now, assessing the congruity of pricing doesn't' appear an easy task since conditions are changing over time. We start examining the cases of Nyse Group-Euronext and London Stock Exchange-Borsa Italiana mergers. These represent main mergers in recent period an have interesting implications as regards their business model. As regards the ratio for these mergers, by merging with Euronext Nyse Group gained access to the derivative business traditionally outside the scope of the New York based exchange. On the other end, merger with Borsa 102! Serifsoy!(2008)!also!finds!no!benefits!from!listing!and!exchange's!shares.

!Instead,! he!concludes!that!just!moving!from!a!mutual!structure!to!a!corporate!one!confers!most! of! the! benefits! to! be! had! in! terms! of! financial! performance,! even! if! no! outside! shareholders!are!allowed!to!invest!in!the!firm.!In!any!case,!he!says,!the!additional!costs! incurred! by! listed! companies! in! terms! of! compliance! and! transparency! obligations! are! too!high!compared!with!the!added!benefit!of!an!exchange!listing!for!a!company!that!is! already! demutualized.! "Therefore,! the! case! for! an! IPO,! a! measure! that! involves! considerable! costs,! cannot! be! advocated! from! an! operative! performance! perspective.! However,! a! demutualization! process! that! retains! the! exchange's! customers! as! its! main! owners! seems! promising."! (p.329).! Serifsoy's! findings! also! contradict! the! widely! held! view!that!listed!exchanges!gain!competitive!advantage!by!having!better!access!to!capital,! which! in! turn! should! allow! them! to! invest! in! performance=enhancing! technology.! "The! assumption! that! a! demutualization! process! is! necessary! to! install! modern! trading! systems! cannot! be! confirmed! empirically,"! (p.329),! he! says.! Intriguingly,! the! mutual! exchanges! in! his! sample! have! a! persistently! higher! portion! of! electronic! order! book! trading!than!the!demutualized!and!listed!exchanges.!His!conclusion!is!that,!unburdened! by! the! need! to! remunerate! shareholders,! some! mutual! exchanges! are! able! to! invest! in! technology! in! order! to! adopt! new! trading! technologies! without! changing! their! governance!structure.!! !Finally,! Lee! (2002)! disputes! the! argument! that! exchanges! with! outside! shareholders! are! necessarily! under! more! pressure! than! mutuals! to! deliver! higher! financial! results.! He! believes! that! mutually! owned! exchanges! can! generate! as! much! profit!as!listed!ones,!but!that!the!cash=flows!are!just!distributed!in!a!different!manner.! "The!main!difference!between!a!demutualized,!profit=seeking!exchange!and!a!non=profit,! mutually=owned!cooperative!exchange,!is!that!the!first!type!of!institution!can!distribute! profits! in! the! form! of! dividends,! whereas! the! second! can! not,"! he! says.! "This! does! not! mean! that! the! second! type! of! institution! does! not! seek! to! maximize! profits,! it! just! distributes!them!to!its!users!as!fee!rebates."!(p.5).! ! • Ownership!and!governance! As! discussed! above,! it! is! widely! agreed! that! breaking! the! stranglehold! of! members! on! exchanges! was! a! desirable! objective,! and! that! opening! ownership! to! ! 105!
In! short,! a! significant! proportion! of! an! exchange's! shareholders! are! simultaneously! its! customers! and! shareholders! of! its! main! competitors.! The! main! shareholders! will! also! be! represented! on! the! board,! as! well! as! on! the! boards! of! competing!exchanges.!Opportunities!for!conflicts!of!interest!are!rife.!Listed!companies,! for!example,!will!logically!seek!to!obtain!the!lowest!possible!listing!fees,!whereas!fund! managers! will! no! doubt! pressure! the! exchange! to! maximize! income! from! all! sources.! Proprietary! traders! benefit! from! the! lowest! possible! trading! fees.! Stockbrokers! might! have! conflicting! demands:! for! higher! revenues! (as! shareholders)! and! lower! fees! (as! users).! Morsy! ( 2010 

! I!have!segmented!shareholders!into!three!categories!depending!on!the!degree!of! conflict!of!interest!they!display!vis=à=vis!the!firm.!A!fourth!category!(shares!not!held!by! any!of!the!three)!also!has!its!attributes,!as!we!shall!see!below.! In! this! world,! dominated! by! shades! of! grey! between! principal=white! and! agent= black,! some! shareholders! (notably! those! that! have! commercial! ties! to! the! exchange! in! addition!to!being!part=owners)!can!alternatively!wear!their!principal's!white!hat!or!their! agent's!black!hat!depending!on!the!situation.! I!use!a!database!covering!six!exchanges!over!the!period!2002=2011.!The!choices! that! led! to! this! specific! sample! of! six! companies! are! explained! in! Part! I.! The! resulting! database! is! laid! out! in! Appendix! I.! All! the! exchanges! are! listed! and! their! shares! very! liquid.! They! all! publish! audited! annual! reports! and! the! list! and! description! of! their! shareholders! is! available! from! Thomson! One! Banker.! The! full! list! of! performance! variables!that!I!test!is!available!in!Appendix!I.! ! In! the! following! pages! I! test! three! hypotheses! (linked! to! shareholder! types)! empirically!through!OLS!regressions.!I!approach!hypothesis!(4)!inductively.! !! • Hypothesis! (1).! Wide! dispersion! of! shares! (or! high! freefloat)! is! value! destroying! and! detrimental!to!financial!and!operating!performance.!! ! 109! • Hypothesis! (2).! A! high! proportion! of! investment! managers! (IM)! shareholders! leads! to! greater!value!creation!and!improved!corporate!performance.! • Hypothesis! (3).! A! high! concentration! of! brokers! in! the! shareholding! is! detrimental! to! corporate!performance.! • Hypothesis! (4).! Strategic! investors'! motivations! are! unclear,! as! is! the! effect! of! their! presence! on! the! exchanges'! performance.! These! effects,! if! there! are! any,! can! be! value= enhancing!or!value=destroying.!I!therefore!approach!this!part!inductively,!regressing!the! performance! variables! against! the! proportion! of! strategic! shareholders.! The! aim! is! to! find! out! if! strategic! investors! on! balance! have! a! significant! effect! on! corporate! performance,! and! determine! whether! this! effect! is! value=enhancing! or! value=detroying!! for!other!sharholders.! ! ! III.5.&Empirical&results& & & ! Following! are! the! results! of! OLS! regressions! involving! 17! dependent! variables.! Each!is!regressed!against!four!independent!variables,!representing!the!proportion!of!the! capital! held! by:! freefloat,! IM,! brokers! and! strategic! investors.! In! this! section! I! have! compiled! tables! showing! only! regressions! that! had! significant! results.! All! the! regressions,!including!those!with!inconclusive!results,!are!laid!out!in!Appendix!III.! ! ! III.5.1.!Testing!hypothesis!(1).! ! The!first!set!of!regressions!shows!significant!results!for!7!of!the!17!variables.!The! results!validate!the!expectation!that!high!dispersion!of!shares!is!negatively!correlated!to! productivity! (sales! per! employee)! and! profitability! (return! on! assets! and! return! on! invested! capital).! High! freefloat! is! also! positively! correlated! to! operating! expenses,! as! there! is! no! dominant! power! to! act! as! a! counterweight! to! management's! propensity! to! use!company!resources!as!it!pleases.! ! ! ! ! 110! Table&III.3& Effects&of&freefloat&on&performance& & Independent!variable:!freefloat.! Number!of!observations:!54.! ! Variable& & & R]squared& & T]stat&& P& DividendPayout! ! 0.078! ! ! 2.04! ! *! DividendYield! ! 0.068! ! ! 2.18! ! *! ReturnOnInvestCap! ! 0.159! ! ! =3.17! ! **! DebtToEquityRatio! ! 0.089! ! ! 2.28! ! *! SalesPerEmployee! ! 0.351! ! ! =5.25! ! ***! ReturnOnAssets! ! 0.148! ! ! =3.03! ! **! SellGenAdmExpToSales! 0.110! ! ! 2.39! ! *! ! There! is! no! obvious! causality! that! would! explain! the! positive! correlation! to! leverage! (debt=to=equity! ratio);! the! positive! correlation! with! dividend! payout! could! be! explained!by!signaling!theory,!whereby!management!will!maintain!the!level!of!dividends! when!profits!fall!in!order!to!reassure!shareholders!that!future!prospects!are!positive.! ! III.5.2.!Testing!hypothesis!(2).!
Regressing! the! 17! dependent! variables! against! IM! holdings! yields! 9! significant! results.! The! positive! correlations! of! share! price,! operating! profit! margin,! sales! per! employee,!return!on!assets,!pretax!margin,!net!margin!and!return!on!invested!capital!are! all! consistent! with! earlier! literature! stating! that! IMs! are! value! maximizers.! The! very! strong! (and! robust)! negative! correlation! with! leverage! is! inconsistent! with! hypothesis! (2),!unless!professional!investors!consider!that!exchanges!are!already!too!indebted,!or! there!are!no!tax!benefits!to!be!enjoyed,!as!described!by !Modigliani!and!Miller!(1958) Table&IV.5& Effects&of&IMs&on&Nasdaq&performance& ! Independent!variable:!IM.! 

.!! ! ! ! ! ! ! ! ! ! ! 111! Table&III.4& Effects&of&investment&managers&on&performance! ! Independent!variable:!IM.! Number!of!observations:!54.! Variable& & & R]squared& & T]stat&& P& SharePrice! ! ! 0.193! ! ! 3.56! ! ***! BookValuePerShare! ! 0.225! ! ! 3.89! ! ***! ReturnOnInvestCap! ! 0.117! ! ! 2.65! ! *! DebtToEquityRatio! ! 0.315! ! ! =4.94! ! ***! OperatProfMargin! ! 0.138! ! ! 2.91! ! **! SalesPerEmployee! ! 0.424! ! ! 6.13! ! ***! ReturnOnAssets! ! 0.112! ! ! 2.58! ! *! PreTaxMargin! ! 0.12! ! ! 2.68! ! **! NetMargin! ! ! 0.136! ! ! 2.88! ! **! ! ! Book! value! per! share! is! inversely! related! to! goodwill.! One! explanation! for! the! positive! correlation! is! that! IM! shareholders! demand! higher! capital! spending.! This! is! a! rational! expectation! in! a! sector! where! success! is! determined! by! investment! in! information! technology.! It! is! perfectly! plausible! that! value=maximizing! shareholders! insist!on!constant!investment.!! ! III.5.3.!Testing!hypothesis!(3).! Only! two! variables! are! correlated! to! brokers'! shareholdings:! the! quick! ratio,! which! calculates! the! firm's! ability! to! cover! short! term! liabilities! with! liquid! assets! (i.e.! the! company's!short!term!financial!strength);!and!the!ratio!of!cash!flow!to!sales,!a!measure! of!productivity.!! ! Table&III.5& Effects&of&brokers&on&performance& ! Independent!variable:!brokers.! Number!of!observations:!44.! Variable& & & R]squared& & T]stat&& P& QuickRatio! ! ! 0.125! ! ! 2.48! ! *! CashFlowToSales! ! 0.126! ! ! =2.49! ! *! ! ! 112! Neither!result!is!very!robust,!which!is!in!large!part!attributable!to!the!generally!low! level! of! brokers'! shareholding! (and! the! fact! that! they! are! completely! absent! from! two! exchanges:!LSE!and!Deutsche!Boerse).!The!negative!correlation!with!cash!flow!to!sales!is! consistent!with!the!hypothesis!that!brokers!are!value!destructive.!! !! III.5.4.!Hypothesis!(4).! A! quick! reminder! here! that! hypothesis! (4)! is! not! clear=cut.! The! data! show! that! strategic! shareholders! are! not! a! homogeneous! group.! The! only! thing! they! have! in! common! is! that! their! motivations! for! holding! the! shares! are! not! purely! financial.! At! NYSE! Euronext,! they! consist! mainly! of! employees! and! managers.! According! to! agency! theory! literature,! this! group! is! expected! to! display! signs! of! entrenchment,! with! a! negative!influence!on!corporate!performance.!In!the!case!of!the!London!Stock!Exchange,! the!main!strategic!investors!are!competitors,!a!situation!that!is!likely!to!be!destabilizing! for! the! company's! management.! At! Intercontinental! Exchange,! the! main! strategic! investor! is! the! founder! and! CEO! of! the! group.! This! puts! him! in! a! position! of! immense! influence,!giving!him!the!power!to!create!value!for!all!shareholders!(including!himself
! positive! correlation! of! leverage! is! consistent! with! the! expectation! that! other! shareholders! will! seek! to! impose! higher! levels! of! debt! as! a! tool! to! discipline! the! managers!and!employees!who!account!for!the!bulk!of!strategic!shareholdings.! ! ! ! ! ! ! ! ! ! 113! Table&III.6! Effects&of&strategic&investors&on&performance! ! Independent!variable:!strategic!investors.! Number!of!observations:!55.! ! Variable& & & R]squared& & T]stat&& P& SharePrice! ! ! 0.149! ! ! =3.05! ! **! PERatio! ! ! 0.113! ! ! 2.55! ! *! BookValuePerShare! ! 0.102! ! ! =2.43! ! *! NetIncome! ! ! 0.125! ! ! =2.75! ! **! DebtToEquityRatio! ! 0.148! ! ! 3.03! ! **! OperatProfMargin! ! 0.085! ! ! =2.21! ! *! PreTaxMargin! ! 0.163! ! ! =3.21! ! **! NetMargin! ! ! 0.122! ! ! =2.72! ! **! SellGenAdmExpToSales! 0.101! ! ! =2.28! ! *! ! ! The!one!puzzling!result!is!that!a!high!level!of!strategic!ownership!is!associated!with!a! high! stock! market! valuation.! This! is! apparent! in! the! positive! correlation! of! the! price/earnings!ratio!and!the!negative!correlation!of!book!value!per!share!(i.e.!strategic! shareholding! is! associated! with! high! goodwill).! After! looking! at! the! results! of! the! individual!case!studies!in!Part!III,!it!will!become!apparent!that!this!result!is!consistent! with! situations! such! as! that! of! ICE,!
! Two! factors! lead! me! to! conclude! that! more! detailed! analysis! of! individual! exchanges'!shareholdings!is!called!for.!First,!in!view!of!the!diversity!of!investors!who!fall! under! the! "strategic"! label,! it! is! necessary! to! study! how! each! type! (managers,! rivals,! founders)!behaves.!Second,!the!lack!of!meaningful!results!from!the!analysis!of!brokers'! holdings!is!due!their!absence!from!some!exchanges!(most!
(ou!prédateurs),!qui!accroissent!la!volatilité!de!la!performance!de!l'entreprise.!Enfin,!je! confirme! l'existence! des! «!principaux! quasi=agents!»,! cette! catégorie! d'actionnaires! faisant!face!à!de!nombreux!conflits!d'intérêts,!et!dont!le!comportement!est!destructeur! de!valeur!(voir!Iskandar!2014,!ou!la!Partie!III!de!cette!thèse).! !! ! ! 120! that!compete!directly!with!the!exchange!-!another!source!of!conflict!of!interest.!Brokers! are!still!dominant!shareholders!in!some!exchanges,!so!their!effects!on!performance!must! be! looked! at! in! detail,! even! if! their! influence! in! aggegate! was! not! visible! in! Part! III! because!of!
I! therefore! create! a! new! dummy! variable,! StratDom,! which! is! equal! to! 1! in! the! presence! of! a! strategic! dominant! investor! with! more! than! 20%,! and! 0! when! there! is! none.! I! then! apply! a! ttest! (on! Stata! 10.0)! to! determine! whether! each! performance! variable!is!significantly!different!in!situations!1!compared!to!0.! ! Freefloat.! ! I! tested! seven! variables! measuring! operating! performance! and! 10! measures! of! financial!performance.!The!list!of!variables!is!detailed!in!Appendix!II.!Three!of!the!eight! showed!statistically!significant!results!when!regressed!against!the!proportion!of!widely! held! shares,! as! shown! in! Table! IV.1! below.! The! remaining! regressions,! including! those! with!inconclusive!results,!are!shown!in!Appendix!IV.! ! ! ! 126! Table&IV.1& Effects&of&freefloat&on&LSE&performance& ! Independent!variable:!freefloat.! Number!of!observations:!10! ! ! ! Variable& & & & R]squared& & T]stat&& & P& SharePriceYrEnd! ! ! 0.617! ! ! =3.59! ! ! **! OperatingProfitMargin! ! 0.414! ! ! =2.38! ! ! *! SalesPerEmployee! ! ! 0.506! ! ! =2.86! ! ! *! ! The! share! price! is! clearly! negatively! correlated! with! freefloat! -! i.e.! the! more! dispersed! the! shareholding,! the! lower! the! share! price.! This! is! in! line! with! what! the! literature! would! lead! us! to! expect,! as! dispersed! ownership! results! in! less! pressure! on! management! to! perform.! Also! negatively! correlated! to! the! proportion! of!
!of!significance!of!the!data!is!due!to!one! outlier.!The!remaining!data!clearly!rise!when!the!level!of!IM!holdings!rises,!and!in!both! cases!the!lowest!point!in!the!performance!variable!is!associated!with!lowest!level!of!IM! holdings.! ! ! ! Graph&IV.3& & & & & & Graph&IV.4& Effects&of&IMs&on&LSE&share&price&&& & Effects&of&IMs&on&sales&per&employee& !!!!!!!! ! ! Strategic!investors.! Strategic!
! variable! NASDom! is! equal! to! 1! when! the! NASD! is! the! controlling! shareholder,!and!0!otherwise.!Dummy!variable!DubaiDom!is!1!when!Borse!Dubai!is!the! dominant! shareholder,! and! 0! otherwise.! Dummy! variable! IMDom! is! 1! when! IMs! hold! more!than!50%!and!0!the!rest!of!the!time.! ! Freefloat.! The! data! in! Table! IV.4! below! clearly! show! that! dispersion! of! ownership! is! detrimental! to! shareholder! value.! Nine! of! the! 17! dependent! variables! show! a! negative! correlation!to!the!proportion!of!freefloat!in!Nasdaq's!capital.!I!have!no!explanation!for! the! negative! correlation!of!book!value!per!share!(an!inverse!of!goodwill).!The!positive! correlation! of! leverage! (debt=to=equity! ratio)! is! interesting! to! note,! as! it!
! Variable& & & R]squared& & T]stat&& P& SharePrice! ! ! 0.573! ! ! =3.28! ! *! NetIncome! ! ! 0.444! ! ! =2.53! ! *! ReturnOnInvestCapital! 0.624! ! ! =3.65! ! **! DebtToEquityRatio! ! 0.502! ! ! 2.84! ! *! OperatingProfMargin! 0.484! ! ! =2.74! ! *! SalesPerEmployee! ! 0.582! ! ! =3.34! ! *! ReturnOnAssets! ! 0.586! ! ! =3.36! ! **! PreTaxMargin! ! 0.661! ! ! =3.95! ! **! NetMargin! ! ! 0.647! ! ! =3.
Variable& & & R]squared& & T]stat&& P& SharePrice! ! ! 0.745! ! ! 4.83! ! *! BookValuePerShare! ! 0.428! ! ! 2.45! ! *! NetIncome! ! ! 0.593! ! ! 3.41! ! **! ReturnOnInvestCapital! 0.561! ! ! 3.19! ! *! DebtToEquityRatio! ! 0.578! ! ! =3.31! ! *! OperatingProfMargin! 0.600! ! ! 3.47! ! **! SalesPerEmployee! ! 0.745! ! ! 4.83! ! **! ReturnOnAssets! ! 0.551! ! ! 3.14! ! *! PreTaxMargin! ! 0.731! ! ! 4.67! ! **! NetMargin! ! ! 0.660! ! ! 3.94! ! **! ! ! The!fact!that!leverage!is!negatively!correlated!to!IM!shareholdings!indicates!that! in!this!case,!IMs!see!debt!more!
! Variable& & & R]squared& & T]stat&& P! PERatio! ! ! 0.913! ! ! =7.23! ! ***! NetIncome! ! ! 0.579! ! ! =2.62! ! *! SalesPerEmployee! ! 0.679! ! ! =3.25! ! *! PreTaxMargin! ! 0.583! ! ! =2.64! ! *! NetMargin! ! ! 0.936! ! ! =8.57! ! ***! ! Investment!managers.! ! The! widely! held! idea! that! a! high! presence! of! IM! investors! should! result! in! improved! performance! is! verified! on!
! Independent!variable:!IM.! Variable& & & R]squared& & T]stat&& P& PERatio! ! ! 0.693! ! ! 3.36! ! *! BookValuePerShare! ! 0.688! ! ! 3.32! ! *! TotalInvestReturn! ! 0.784! ! ! =3.45! ! *! NetIncome! ! ! 0.789! ! ! 4.33! ! **! DebtToEquityRatio! ! 0.600! ! ! 2.74! ! *!! NetMargin! ! ! 0.723! ! ! 3.61! ! *! ! ! 169! !
The! positive! correlation! between! leverage! (debt/equity! ratio)! and! IM! shareholdings!corroborates!the!theory!that!IMs!are!value!maximizers.!High!leverage!is! conducive! to! better! corporate! performance! in! two! ways:! either! through! the! maximization! of! cash=flows,! as! explained! by [START_REF] Modigliani | !Corporate!Income!Taxes!and!the!Cost!of! Capital:!A!Correction[END_REF];! or! as! a! disciplining!tool!for!managers.!This!latter!use!of!leverage!is!also!widely!discussed!in!the! literature,! including! by ! Dewatripont! and! Tirole! (1994), [START_REF] Harris | !Capital!structure!and!the!informational!role!of! debt,!The![END_REF][START_REF] Grier | !Institutional!investors,!corporate!discipline,! and!the!role!of!debt[END_REF] 

Variable& & & R]squared& & T]stat&& P& BookValuePerShare! ! 0.76! ! ! =3.98! ! *! QuickRatio! ! ! 0.869! ! ! 5.77! ! **! TotalInvestReturn! ! 0.723! ! ! 3.23! ! *! NetIncome! ! ! 0.708! ! ! =3.48! ! *! DebtToEquityRatio! ! 0.738! ! ! =3.76! ! *! ! ! Strategic!shareholders.! ! Once! more,! my! approach! towards! understanding! the! influence! of! strategic! shareholders! is! inductive.! Assuming! that! their! presence! must! be! reflected! in! performance,!in!Table!IV.18!I!look!for!variables!that!showed!a!correlation!with!strategic! shareholdings.! ! Table&IV.18& Effects&of&strategic&shareholders&on&ICE&performance& ! Independent!variable:!strategic.! ! Variable& & & R]squared& & T]stat&& P& TotalInvestReturn! ! 0.776! ! ! 3.72! ! *! ReturnOnInvestCap! ! 0.837! ! ! 5.07! ! **! OperatProfitMargin! ! 0.608! ! ! 2.78! ! *! ReturnOnAssets! ! 0.918! ! ! 7.48! ! ***! PreTaxMargin! ! 0.734! ! ! 3.72! ! *! ! ! The!
!privately=operated!systems)! in! 2010! (see! Graph! II.1! in! Part! II,! above). cv !The! fast! pace! at! which! AVs! caught! up! with! incumbent!exchanges!after!2007!is!illustrated!in!Graph!V.2!below.! ! !

No. of Dark Venues

Source: TABB Group Estimate decline.! Stock! exchanges! are! a! clear! example,! resisting! electronic! trading! well! into! the! twenty=first! century,! even! though! it! had! been! proven! for! years! that! computerization! made!it!possible!to!achieve!similar!results!for!a!fraction!of!the!cost! [START_REF] Massimb | !Electronic!trading,!market!structure!and! liquidity[END_REF]!and! [START_REF] Stoll | !Electronic!trading!in!stock!markets,!The![END_REF].! ! 184! innovation/adaptation,!new!entrants!can!emerge,!old!ones!can!grow!their!business,!and! new! markets! can! be! created.! However,! the! institutions! in! presence! usually! remain! the! same,! even! if! the! balance! of! power! between! them! can! shift.! The! advent! of! electronic! trading,! for! example,! saw! the! decline! of! locals! (or! members)! on! exchanges,! because! direct!access!by!firms!to!the!exchange's!computer!system!meant!that!orders!no!longer! had!to!go!through!the!floor=level!stage!of!intermediation.!Similarly,!the!generalization!of! internet!access!led!to!the!emergence!of!online!brokers,!who!could!undercut!traditional! brokerages!on!cost!by!making!do!with!smaller!headcounts.

!Although!online!brokers!took! a! big! chunk! of! the! market! from! the! likes! of! Merrill! Lynch,! all! the! main! categories! of! market!participants!remained!in!existence.! An!adjuvant=boosted!revolution!is!a!super=cycle!of!evolution,!usually!resulting!in! the!wiping!out!of!entire!professions!or!institutions.!London's!Big!Bang!in!1986!consisted! not!only!of!a!shift!to!electronic!trading!of!equities!on!the!LSE,!but!also!included!the!end! of!the!monopoly!of!jobbers!(floor!brokers!on!the!exchange),!which!ultimately!led!to!the! disappearance! of! the! profession.! In! addition! to! questions! of! cost! and! efficiency,! a! revolution!has!a!motivational!impact.!This!is!when!the!questions!raised!by!competitive!
or! technological! changes! go! beyond! adaptation,! and! market! participants! start! asking! themselves:!do!I!still!need!this!(service,!infrastructure,!etc.)?!In!the!case!of!Big!Bang,!the! question!was:!do!we!still!need!jobbers,!when!the!rules!allow!others!to!do!their!job?!The! financial! community's! answer! was! clearly:! no.! The! same! happened! in! the! case! of! the! eurodollar! market.! The! question! was:! do! we! still! need! to! go! through! New! York! to! borrow!and!deposit!US!dollars?!And!the!answer,!again,!was:!no.! .6 .8

I!sum!up!the!two!cycles!(evolution!vs.!revolution)!in!Graph!V.3!below.! ! ! ! 186! As! a! result,! a! significant! proportion! of! equity! trades! has! deserted! the! organized! exchanges!in!favor!of!new!AVs.!What!are!the!effects!of!this!situation!on!exchanges,!and! which! of! them! are! suffering! the! most?! In! the! following! pages! I! measure! the! impact! of! this!troubled!period!on!exchanges'!performance.! & V.3.&Methodology& & I! have! compiled! a! database! of! performance! indicators! for! the! main! exchanges! (which! is! laid! out! in! detail! in! Appendix! V).! My! aim! is! to! compare! the! performances! of! different!
Tables!V.1!and!V.2!below!provide!a!summary!of!the!statistical!analysis!of!the!two! samples,! and! their! comparison.! As! expected! in! hypothesis! (1),! several! performance! measures!of!the!diversified!exchanges!are!negatively!affected!(mean!performance!in!the! four! years! after! the! regulatory! change! is! inferior! to! the! mean! performance! in! the! four! years!prior!to!the!change,!in!a!statistically!significant!manner).!This!is!verified!for!nine! out! of! 20! performance! variables! that! were! tested! (see! Table! V.1).! ! Also! as! expected,! hypothesis! (2)! is! verified:! the! mean! performance! measures! for! the! pure! players! are! lower! in! the! four! years! post=deregulation! than! in! the! four! years! preceding! it.! This! is! apparent!for!six!different!performance!measures!(shown!in!Table!V.1).!Hypothesis!(3)!is! also! validated,! with! the! pure! players! showing! a! more! pronounced! fall! in! performance! than! the! diversified! exchanges.! This! is! verified,! using! the! difference=in=differences! approach,! for! the! five! variables! that! were! significantly! affected! in! both! groups! of! exchanges!(see!Table!V.2).!Hypothesis!(4)!is!partly!validated,!for!brokers!but!not!for!IMs,! and!is!discussed!separately.! The!evolution!of!each!variable!is!studied!individually!in!the!pages!that!follow.! ! ! ! Table&V.2& Mifid&and&Reg&NMS&effects&on&types&of&exchanges& & Group) Variable) Mean)0) Mean)1) M1VM0) DiD) Pure#Players# BookValuePerShare# 3.
# D337# ! !!!!(DiD!=![M1!-!M0]!Pure!Players!-![M1=M0]!Diversified)! ! ! ! 192! Book!value!per!share.! Book! value! per! share! measures! roughly! the! inverse! of! price! to! book! (in! the! absence! of! any! share! buybacks! or! secondary! offerings,! or! as! long! as! the! number! of! outstanding!shares!remains!constant!from!one!period!to!the!next!during!the!observation! timespan).!It!reflects!the!"physical"!value!of!assets!attached!to!each!share.!A!rise!in!the! book! value! per! share! means! that! the! accounting! (book)! value! of! the! physical! assets! comes! to! account! for! a! greater! value! of! the! total! market! price! of! the! company.! A! low! book!value!per!share!means!that!a!large!proportion!of!the!value!of!a!share!is!accounted! for!by!goodwill!(the!value!created!by!the!management,!and!to!which!investors!attach!a! monetary!value!because!it!is!precisely!this!company!with!this!management).! If!book!value!per!share,!say,!were!equal!to!the!share!price,!this!would!mean!that! investors! believe! the! company! is! worth! only! the! price! it! paid! to! acquire! its! physical! assets,!as!valued!in!the!annual!accounts.!Graphs!V.4!and!V.5!below,!show!that!book!value! per! share! is! significantly! higher! post=Mifid,! meaning! that! the! valuations! of! exchange! shares!are!lower!after!the!regulatory!change.!! ! (Pure&players)& !! !! ! Table!V.2!above!also!shows!that!diversified!exchanges!saw!their!book!value!per! share!rise!less!than!pure!players.! ! !
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. I. Abstract( ! This!dissertation!consists!of!three!articles,!examining!the!performance!of!demutualized! securities! exchanges! from! 2000! to! 2011,! in! view! of! changes! in! governance! and! regulation.! The! first! part! is! an! empirical! study! of! the! influence! of! each! type! of! shareholder! (financial! investor,! broker,! strategic! or! widelyBheld! shares).! The! results! show!that!fragmented!ownership!is!correlated!with!lower!performance!and!investment! managers'! presence! with! higher! performance;! strategic! investors! are! on! balance! detrimental! to! shareholder! value.! The! second! article! looks! at! the! same! exchanges! individually,! through! case! studies.! The! findings! of! the! first! article! are! validated.! However,!a!closer!look!at!strategic!investors!shows!three!outcomes:!when!they!consist! of! founders,! they! increase! shareholder! value;! when! they! are! employed! managers,! they! decrease! it;! and! when! the! strategic! investor! is! a! competitor,! the! target! company's! performance! becomes! more! volatile.! The! third! article! looks! at! the! combination! of! technology! and! regulation.! Through! mean! comparisons! and! a! differenceBinBdifferences! approach,! this! section! shows! that! recent! market! deregulation! has! allowed! highBtech! startBups! to! challenge! the! dominance! of! the! established! exchanges,! just! like! previous! coincidences! of! regulatory! and! technological! change! resulted! in! significant! market! upheavals:! the! disappearance! of! London's! jobbers! following! Big! Bang! and! the! Eurocurrency! market! displacing! New! York! as! a! major! center! for! dollar! borrowing! and! lending.! This! dissertation! introduces! two! new! concepts:! "quasiBagent! principals"! (shareholders! who! destroy! value! in! their! investment! as! a! result! of! their! conflicts! of! interest)! and! the! "adjuvant! effect"! (when! the! combined! effect! of! regulation! and! technology!is!a!multiple!of!the!effects!of!each).! ! ! Résumé( ! Cette! thèse,! sous! forme! de! trois! articles,! tente! d'expliquer! le! déclin! des! bourses! organisées! au! profit! de! nouvelles! plateformes! de! transaction,! à! la! lumière! des! récents! changements! de! gouvernance! et! réglementaires.! Les! deux! premiers! articles! évaluent! l'influence!de!quatre!types!d'actionnariat!(flottant,!courtiers,!investisseurs!financiers!et! actionnaires! stratégiques)! sur! la! performance! de! l'entreprise.! Il! existe! une! corrélation! positive!de!la!performance!avec!l'actionnariat!institutionnel,!et!négative!avec!le!flottant! et!avec!les!investisseurs!stratégiques.!Le!deuxième!article!-!six!études!de!cas!-!valide!ces! résultats.! L'analyse! plus! détaillée! des! actionnaires! stratégiques! montre! que! ceuxBci! créent!de!la!valeur!quand!ils!sont!fondateurs;!la!détruisent!quand!ils!sont!des!dirigeants! salariés;! et! augmentent! la! volatilité! des! performances! de! l'entreprise! dans! les! cas! de! prise!de!contrôle!avortée!par!un!concurrent.!Le!troisième!article!analyse!l'effet!conjugué! des! changements! réglementaires! et! technologiques.! A! travers! une! approche! par! comparaisons!de!moyennes,!il!apparait!que!les!marchés!exposés!a!la!déréglementation! souffrent!plus!de!la!concurrence!des!plateformes!électroniques!que!les!autres!bourses.! Cette! thèse! introduit! deux! nouveaux! concepts:! le! «!principal! quasiBagent!»! (un! actionnaire!qui!réduit!la!valeur!de!son!investissement!en!raison!de!ses!conflits!d'intérêt)! et! l'! «!effet! adjuvant!»! (ou! comment! la! réglementation! démultiplie! les! effets! concurrentiels!permis!par!les!avancées!technologiques).!! ! !
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*).!! ! ! ! ! ! 229! London)Stock)Exchange) ## ## ## ## ## ## ## ## ## ## ## ## ## ## ## Independent#variable:#Freefloat# ## ## Independent#variable:#Brokers# ## Number#of#observations:#9# ## ## ## Number#of#observations:#9# ## ## ## ## ## ## ## ## ## ## ## Variable) RVsquared) TVstat) P) )) Variable) RVsquared)
SGATS NA# NA# NA# ## SGATS NA# NA# NA# ## ## ## ## ## ## ## ## ## Independent#variable:#IM# ## ## ## Independent#variable:#Strategic# ## Number#of#observations:#9# ## ## ## Number#of#observations:#9# ## ## ## ## ## ## ## ## ## ## ## Variable) RVsquared) TVstat) P) )) Variable) RVsquared)
# NA# ## SGATS NA# NA# NA# ## ## ## ## ## ## ## ## ## ! 230! Nasdaq)OMX) ## ## ## ## ## ## ## ## ## ## ## ## ## ## ## ## Independent#variable:#Freefloat# ## ## Independent#variable:#Brokers# ## Number#of#observations:#9# ## ## ## Number#of#observations:#9# ## ## ## ## ## ## ## ## ## ## ## Variable) RVsquared) TVstat) P) )) Variable) RVsquared)
# ## ## ## ## ## ## ## ## Independent#variable:#IM# ## ## ## Independent#variable:#Strategic# ## Number#of#observations:#9# ## ## ## Number#of#observations:#9# ## ## ## ## ## ## ## ## ## ## ## Variable) RVsquared) TVstat) P) )) Variable) RVsquared)
! ! 231! NYSE)Euronext) ## ## ## ## ## ## ## ## ## ## ## ## ## ## ## ## Independent#variable:#Freefloat# ## ## Independent#variable:#Brokers# ## Number#of#observations:#8# ## ## ## Number#of#observations:#7# ## ## ## ## ## ## ## ## ## ## ## Variable) RVsquared) TVstat) P) )) Variable) RVsquared)
## SGATS 0.168# 1.1# 0.313# ## ## ## ## ## ## ## ## ## Independent#variable:#IM# ## ## ## Independent#variable:#Strategic# ## Number#of#observations:#7# ## ## ## Number#of#observations:#7# ## ## ## ## ## ## ## ## ## ## ## Variable) RVsquared) TVstat) P) )) Variable) RVsquared)
! ! 232! Deutsche)Boerse) ## ## ## ## ## ## ## ## ## ## ## ## ## ## ## ## Independent#variable:#Freefloat# ## ## Independent#variable:#Brokers# ## Number#of#observations:#9# ## ## ## Number#of#observations:## ## ## ## ## ## ## ## ## ## ## ## Variable) RVsquared) TVstat) P) )) Variable) RV 
## Net M NA# NA# NA# SGATS 0.652# 3.87# 0.0047# ## SGATS ## ## ## ## ## ## ## ## ## ## ## ## Independent#variable:#IM# ## ## ## Independent#variable:#Strategic# ## Number#of#observations:#9# ## ## ## Number#of#observations:## ## ## ## ## ## ## ## ## ## ## ## Variable) RVsquared) TVstat) P) )) Variable) RV 
! 233! ! CME)Group) ## ## ## ## ## ## ## ## ## ## ## ## ## ## ## ## ## Independent#variable:#Freefloat# ## ## Independent#variable:#Brokers# ## Number#of#observations:#9# ## ## ## Number#of#observations:#9# ## ## ## ## ## ## ## ## ## ## ## Variable) RVsquared) TVstat) P) )) Variable) RVsquared)
# ## ## ## ## ## ## ## ## Independent#variable:#IM# ## ## ## Independent#variable:#Strategic# ## Number#of#observations:#9# ## ## ## Number#of#observations:#9# ## ## ## ## ## ## ## ## ## ## ## Variable) RVsquared) TVstat) P) )) Variable) RVsquared)
! 234! ! ICE) ## ## ## ## ## ## ## ## ## ## ## ## ## ## ## ## ## Independent#variable:#Freefloat# ## ## Independent#variable:#Brokers# ## Number#of#observations:#6# ## ## ## Number#of#observations:#6# ## ## ## ## ## ## ## ## ## ## ## Variable) RVsquared) TVstat) P) )) Variable) RVsquared)
# ## ## ## ## ## ## ## ## Independent#variable:#IM# ## ## ## Independent#variable:#Strategic# ## Number#of#observations:#6# ## ## ## Number#of#observations:#6# ## ## ## ## ## ## ## ## ## ## ## Variable) RVsquared) TVstat) P) )) Variable) RVsquared)

Finally

  ,!I!have!found!precious!insight!in!the!annual!reports!of!exchanges,!as!well! as!those!of!their!shareholders!and!users.!Source:!Aite!Group!(2007)! ! In!sum!throughout!this!dissertation,!and!particularly!in!Part!III!and!Part!IV,!I!shall! be!using!various!methods!to!test!whether:!brokers!behave!more!as!rational!investors!or! discount=seeking! clients;! investment! managers'! presence! leads! to! better! corporate! performance;!!strategic!shareholders!work!in!the!interest!of!the!firm!or!against!it;!share! dispersion!gives!managers!a!free!rein!resulting!in!poor!financial!results.IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,#S# B,#IM,

  information.!! This! dissertation! is! thus! based! on! two! datasets.! Part! III! relies! on! a! panel! of! six! exchanges!(LSE,!Nasdaq!OMX,!NYSE!Euronext,!CME!Group!and!ICE),!with!data!from!2002! to!2011.!Part!IV!uses!the!same!dataset,!but!statistical!tools!are!applied!to!variables!from! each! exchange! individually.! Part! V! examines! only! the! first! four! exchanges.! The! two! derivatives!markets,!CME!Group!and!ICE!(before!the!2012!acquisition!of!NYSE)!are!not! affected! by! the! event! under! study,! namely! the! introduction! of! laws! liberalizing! cash! equity!trading.!Also,!because!the!event!study!compares!two!identical!timeframes!(before! and! after! the! legislation),! I! have! not! used! any! data! prior! to! 2004.! This! is! because! the! "after! Mifid"! period! is! limited! to! four! years! (2008=2011),! and! therefore! the! "before! Mifid"!period!had!to!have!an!equal!duration.!Both!datasets!are!laid!out!in!Appendix!IV.!!IV!I!look!at!the!breakdown!of!each!exchange's!shareholding!structure,!its! evolution!and!the!implications.!a!description!of!the!methods!used!in!each!chapter.! Part! III! is! an! empirical! study! of! the! group! of! six! exchanges! to! determine! the! effects!that!various!types!of!shareholders!have!on!corporate!performance.!In!this!section! I!test!the!following!three!hypotheses:!that!freefloat!is!negatively!correlated!to!corporate! performance;!that!investment!managers!are!positively!correlated;!and!that!brokers!are! negatively! correlated.! I! conduct! simple! OLS! regressions.! In! each! case,! the! independent! variable! is! the! percentage! of! shares! held! by! one! particular! type! of! shareholder! (IMs,! brokers! or! freefloat);! the! dependent! variables! are! nineteen! indicators! of! corporate! divided! into! 10! financial! indicators! and! nine! indicators! of! operating! performance! (a! detailed! list! is! provided! in! Appendix! I).! The! approach! to! the! fourth! group! (strategic! investors)! is! inductive:! the! aim! is! to! determine! if! strategic! investors! have! an! effect! on! corporate! performance,! and! whether! this! effect! is! beneficial! (or! otherwise)!to!other!shareholders.!! In! Part! IV! (case! studies),! I! look! at! exchanges! individually,! first! to! test! the! same! three! hypotheses! as! in! Part! III,! then! to! gauge! the! influence! of! strategic! investors! inductively.!I!use!simple!OLS!regressions,!as!in!Part!III!but!on!smaller!samples!(data!for! individual! exchanges).! In! some! cases,! OLS! results! are! purely! illustrative! because! the! samples!are!very!small!when!firms!are!taken!one!at!a!time.!Further!corroboration!for!the! results! comes! from! illustrating! the! expected! outcomes! with! examples! taken! from! the! literature,! or! by! putting! the! results! in! a! context! that! helps! to! explain! causes! and! consequences.!

  ! contains! information! that! is! necessary! to! understand! the! actors,! institutions!and!companies!that!are!the!subject!of!this!dissertation,!and!sets!the!stage!for! the! following! analysis.! In! Part! III! and! Part! IV! I! have! chosen! an! approach! that! relies! heavily! on! agency! theory,! in! order! to! understand! the! effects! that! various! types! of! shareholders! can! have! on! the! company.! These! shareholders! are! described! in! detail! in! Part!I!and!again!in!the!introductory!sections!(Methodology!and!Hypotheses)!of!the!next! two! chapters.! The! remainder! of! this! section! contains! background! on! the! other! actors! (exchanges! and! their! competitors)! and! factors! (regulation)! involved.! The! regulation! angle!is!particularly!relevant!to!Part!V.! !and!early!history!of!stock!exchanges!are!detailed!in!earlier!sections!of! this!dissertation,!as!well!as!in!the!literature!review!of!Part!III.!However,!it!is!important! for!the!understanding!of!the!remainder!of!this!work!to!highlight!recent!events!that!are! relevant!to!the!period!under!study.!In!addition!to!the!changes!in!exchanges'!governance! regime! and! the! emergence! of! new! platforms! competing! with! them,! the! post= demutualization! period! also! witnessed! several! mergers! between! organized! exchanges,! which!are!summarized!in!Table!II.1!below.

  !hundred!year!history!of!the!London!Stock!Exchange!is!explored!in!detail! in!several!parts!of!this!dissertation.!The!following!analysis!focuses!on!the!exchange!after! it! was! demutualized! and! started! facing! international! competition.! LSE! shareholders! voted!to!demutualize!the!exchange!and!list!its!shares!in!2000.!Almost!immediately!after! its! IPO,! LSE! went! through! a! roller=coaster! ride! of! strategic! events,! hostile! attacks,! setbacks!and!successful!moves.! In! May! 2000! the! exchange! announced! plans! to! merge! with! Deutsche! Boerse,! in! order! to! form! a! European! rival! to! Euronext! (comprising! the! Paris,! Amsterdam! and! Brussels!exchanges).!In!August,!Sweden's!OM!Exchange!made!a!hostile!£808!million!bid! for! LSE.! Although! LSE! shareholders! rejected! the! OM! offer,! the! move! nonetheless! derailed!the!merger!plan!with!Deutsche!Boerse.! In! November! 2001! LSE! failed! to! acquire! the! London! International! Financial! Futures!and!Options!Exchange!(Liffe),!which!was!bought!instead!by!Euronext!for!£550! million! at! the! end! of! a! fierce! bidding! process! also! involving! Deutsche! Boerse.! LSE! management! was! widely! criticized! for! missing! this! opportunity! to! diversify! into! derivatives. xxxi !In! 2003! it! joined! forces! with! OM,! the! Nordic! exchange! group! that! will! later!merge!with!Nasdaq,!and!the!two!groups!set!up!a!joint!equity!derivatives!exchange! called!EDX!London.! In!December!2004!Deutsche!Boerse!made!a!new!offer!for!LSE,!valuing!the!London! exchange!at!£1.35!billion.!A!few!weeks!later!LSE!rejected!the!bid.!In!December!2005!LSE! rejected! another! £1.6! billion! offer! from! Australia's! Macquarie! Bank,! describing! it! as! "derisory".!At!the!same!time,!rumors!circulated!in!the!market!that!Euronext!would!make! an! offer! for! LSE.! No! such! bid! materialized,! but! the! speculation,! combined! with! shareholder!resistance!at!the!LSE,!led!Macquarie!to!withdraw!its!bid.! In! March! 2006! US! exchange! Nasdaq! made! a! £2.4! billion! offer! for! the! LSE.! The! offer!was!rejected!and!in!March!Nasdaq!withdrew!it.!Two!months!later,!in!May,!Nasdaq! disclosed!that!it!had!built!up!an!equity!stake!of!25.1%!of!LSE!shares.!After!fruitless!talks! over! the! summer! Nasdaq! raised! its! LSE! stake! to! 28.75%! and! made! a! final! £2.7! billion! offer,! which! the! LSE! turned! down.! In! June! 2007! LSE! agreed! to! buy! Borsa! Italiana! for! ! 62! more! than! £1.1! billion.! In! August! Nasdaq! announced! it! would! sell! its! stake! in! LSE! and! focus! on! trying! to! buy! OM,! the! Scandinavian! exchange,! instead.! In! September! 2007! Nasdaq!agreed!to!sell!most!of!its!LSE!shares!to!Borse!Dubai,!as!part!of!a!wider!strategic! move! that! saw! the! US! exchange! become! the! operator! of! DIFX,! an! offshore! equity! exchange!based!in!Dubai.!Borse!Dubai!thus!became!LSE's!largest!shareholder.!The!battle! for! control! of! the! LSE! was! over,! but! left! the! London! exchange! wounded.! Its! effects! are! still!weighing!on!the!LSE's!performance!and!strategy!years!later,!as!we!shall!see!in!Part! IV.! In! December! 2009! LSE! acquired! a! majority! stake! in! Turquoise,! a! rival! fast= growing!trading!platform!set!up!by!nine!financial!institutions!that!are!among!the!LSE's! biggest!shareholders,!as!well!being!large!customers.! ! In!February!2011!LSE!and!TMX,!the!Canadian!stock!exchange,!revealed!they!were! in!merger!talks!to!create!world's!seventh!largest!exchange.!The!plan!was!ditched!in!June,! in! spite! of! obtaining! all! necessary! regulatory! approvals,! in! the! face! of! opposition! from! TMX! shareholders.! In! September! 2011! LSE! initiated! talks! with! LCH.Clearnet! in! a! deal! that! could! value! the! clearing! house! at! up! to! £900! million! and! would! bring! the! London! group! closer! to! Deutsche! Boerse's! "silo! structure"! (a! vertically! integrated! business! model! that! aims! to! capture! all! facets! of! its! clients'! orders,! from! trading! to! clearing,! settlement! and! custody,! in! addition! to! offering! trading! software! and! selling! market! information).!! II.1.2!Nasdaq!OMX!Group.! ! Strictly! speaking! the! National! Association! of! Securities! Dealers! Automated! Quotation!(Nasdaq)!is!not!an!organized!exchange!but!(for!most!of!its!existence)!one!of!the!world's!oldest!(and!by!far!the!biggest)!MTFs.!When!it!was!founded!in!February!1971! by! the! National! Association! of! Securities! Dealers! (NASD),! Nasdaq! was! an! over=the= counter!electronic!platform!for!price!quotations.!Trades!were!actually!executed!over!the! telephone,!after!obtaining!the!price!information!online.!It!was!only!in!2006!that!Nasdaq! became!a!licensed!national!securities!exchange. xxxii ! ! Nasdaq! grew! organically,! in! large! part! thanks! to! the! listings! of! fast! growing! technology=related! companies,! before! moving! on! to! building! a! transatlantic! empire! ! 63! through!acquisitions.!Its!most!ambitious!move!was!the!2005!hostile!attempt!to!take!over! the!LSE,!which!led!to!a!protracted!battle!that!only!ended!in!2007!when!its!stake!of!more! than! 30%! was! finally! sold! to! Borse! Dubai.! Locking! horns! with! LSE! did! not! preclude! Nasdaq! from! buying! the! Boston! Stock! Exchange! in! October! 2007! and! almost! immediately!gobbling!up!the!Philadelphia!Stock!exchange!a!month!later.!Meanwhile,!in! the!midst!of!the!LSE!takeover!attempt!it!negotiated!the!$3.7!billion!friendly!takeover!of! OMX,! a! Swedish=Finnish! group! that! operates! seven! Baltic! and! Nordic! stock! exchanges. xxxiii ! !! II.1.3.!NYSE!Euronext.! The!NYSE's!genesis!after!the!signing!of!the!Buttonwood!Agreement!in!1792!and! its!subsequent!growth!to!become!the!world's!largest!stock!exchange!in!the!second!half!of! the! 20 th ! century! are! detailed! elsewhere! in! this! dissertation! (notably! in! the! literature! review!of!Part!III).!The!group!under!study!in!following!sections!is!the!result!of!NYSE's! merger! with! Euronext! in! 2007,! up! until! its! absorption! by! the! hugely! ambitious! derivatives=trading!platform!ICE!in!2012. xxxiv !Euronext!itself!is!the!result!of!a!three=way!merger!between!the!national!stock!exchanges!of!France,!the!Netherlands!and!Belgium!in! 2000,!followed!by!the!2001!acquisition!of!Liffe!for!£550!million!and!the!friendly!merger! with! the! Lisbon! and! Oporto! exchanges! in! 2002.! The! timing! of! the! creation! of! NYSE! Euronext! exposed! the! venerable! US! institution! to! the! effects! of! Mifid,! the! EU! directive! following! which! the! national! monopolies! just! acquired! by! NYSE! vanished! literally! overnight! (on! November! 1,! 2007).! By! 2010! most! trades! in! shares! listed! on! NYSE! Euronext's!European!markets!were!taking!place!off!the!group's!platforms.!And!by!early! 2014!the!NYSE!itself!had!become!just!a!division!of!ICE,!and!its!European!arm!(with!the! exception!of!Liffe)!was!earmarked!for!a!spin=off,!which!eventually!took!place!through!an! IPO!in!summer!2014,!at!the!bottom!of!the!indicative!pricing!range!and!with!the!shares! falling!on!the!first!day!of!trading. xxxv ! ! II.1.4.!Deutsche!Boerse.! ! Continental!Europe's!biggest!stock!market,!and!a!serious!contender!for!the!title!of! world's! biggest! derivatives! exchange! (depending! on! how! trading! volumes! are! ! 64! calculated)!has!had!the!least!tormented!history!of!the!lot.!No!complex!demutualization! or! legacy! of! insiders! fighting! to! keep! their! privileges! here.! Deutsche! Boerse! was! incorporated!in!1993!and!has!been!owned!almost!exclusively!by!financial!investors!for! as!long!as!its!shares!have!been!listed!(the!IPO!took!place!in!February!2001).!It!remains! mostly!a!German=based!company!(with!the!small!exception!of!having!acquired!a!Swiss= held!stake!in!its!derivatives!arm,!Eurex),!although!it!has!not!shied!away!from!ambitious! cross=border!ventures.!In!2000!Deutsche!Boerse!and!the!LSE!dropped!a!plan!to!merge,! after!Euronext!barged!in!on!the!cozy!relationship!and!the!LSE!was!distracted!by!a!hostile! bid!from!OMX,!the!Nordic!group!that!eventually!agreed!to!be!taken!over!by!Nasdaq. xxxvi ! In! 2005! Deutsche! Boerse! tried! again! to! acquire! LSE,! but! dropped! its! bid! a! few! weeks! later!as!a!result!of!strong!opposition!from!LSE's!management!and!shareholders.!Almost! immediately! Deutsche! Boerse! set! its! sight! on! Euronext,! but! was! trumped! by! NYSE,! which!had!been!in!secret!talks!with!the!Paris=run!cross=border!exchange.!NYSE!Euronext! and! Deutsche! Boerse! agreed! to! merge! in! 2011,! but! this! project! was! scuppered! by! EU! competition!regulators. xxxvii !This!setback!weakened!NYSE!Euronext,!an!opportunity!that! ICE!seized!to!pounce!on!the!US=European!exchange.! ! These!foiled!strategic!plans!did!not!prevent!Deutsche!Boerse!from!building!over! time! Europe's! most! integrated! equity! and! derivatives! market:! first! by! acquiring! Cedel,! Europe's! biggest! custodian,! in! 2011! and! integrating! it! into! Clearstream,! its! post=trade! unit.!This!was!followed!in!2011!by!the!acquisition!of!all!of!Eurex,!which!was!previously!a! joint! venture! with! SIX! Swiss! Exchange.! Deutsche! Boerse's! vertically! integrated! "silo"! structure!has!long!been!criticized!by!rivals,!who!claim!it!gives!the!German!exchange!an! unfair!dominant!position. xxxviii ! ! II.1.5!CME!Group.! It!is!somewhat!ironic!that!the!creation!of!the!world's!largest!derivatives!exchange! is! the! result! of! a! Freudian! act:! the! offspring! devouring! its! genitor.! With! this! event,! reminiscent! of! the! myth! of! Oedipus! in! Greek! mythology,! the! US! derivatives! industry! came!full!circle.! The! story! began! in! 1848,! when! the! Chicago! Board! of! Trade! (CBOT)! was! established! as! the! world's! first! organized! derivatives! exchange.! US! farmers! in! the! Midwest!had!long!been!selling!their!harvest!for!delivery!at!a!future!date,!in!the!form!of! ! 65! forward!agreements.!But!by!standardizing!contract!sizes!and!delivery!dates,!and!making! buyers!and!sellers!meet!under!a!single!roof,!the!CBOT!claims!to!have!pioneered!the!"first! standardized!listed!futures!contracts"!in!1864. xxxix !In!1898!a!group!of!specialized!CBOT! traders! set! up! the! Chicago! Butter! and! Egg! Board,! a! non=profit! cooperative,! which! operated! under! the! aegis! of! the! CBOT! until! 1919,! when! these! traders! reorganized! themselves! into! a! separate! entity! that! they! called! the! Chicago! Mercantile! Exchange! (CME).!The!CBOT!and!CME!prospered!side!by!side!throughout!the!postwar!period!until! late!2006.!Meanwhile,!in!November!2000!the!CME!demutualized!and!listed!its!shares!in! December!2002,!and!the!CBOT!had!its!own!IPO!in!October!2005.!When!the!two!merged! in! 2007! the! combined! entity! was! by! far! the! most! valuable! exchange,! with! a! market! capitalization! just! shy! of! $50! billion.! It! continued! to! grow! by! acquisitions,! gobbling! up! NYMEX! Holdings! in! August! 2008,! which! owns! the! New! York! Mercantile! Exchange! (Nymex)!and!Commodities!Exchange!(Comex).!! Since!October!2012!CME!Group!has!been!offering!almost!round!the!clock!trading! (with! two! hours! downtime! for! clearing! and! netting! outstanding! trades)! through! the! CBOT's!electronic!platforms.! ! II.1.6.!Intercontinental!Exchange.! ICE's! history! since! its! creation! in! the! late! 1990s! is! a! phenomenal! success! story.! Since! going! public! in! 2005,! its! revenues! and! earnings! have! grown! almost! tenfold.! ICE! epitomizes! the! streamlined,! super=efficient,! focused! company,! with! just! two! activities! originally:!trading!and!clearing!commodity!derivatives.!The!short!but!eventful!history!of! what! is! now! ICE! started! in! 1997! when! Jeff! Sprecher,! a! veteran! power! generation! industry!executive,!acquired!Continental!Power!Exchange,!a!small!electronic!electricity= trading!platform!to!turn!it!into!a!sort!of!derivatives!dark!pool.!He!enlisted!six!of!the!US's! leading! electricity! and! natural! gas! traders! (American! Electric! Power,! Aquila! Energy,! Duke!Energy,!El!Paso!Energy,!Reliant!Energy!and!Southern!Company!Energy!Marketing)! as!partners!and!users,!building!up!trading!volumes!on!the!exchange.! ICE! itself! was! formed! in! 2000,! when! the! founders! brought! in! a! new! group! of! partners,! including! pure! financial! players! (SG! Investment! Banking,! Deutsche! Bank,! Morgan! Stanley),! as! well! as! some! additional! energy! specialists! (BP! Royal! Dutch/Shell,! and! Total). xl !The! new! venture! was! propelled! to! prominence! in! mid=2001! when! Enron! ! 66! started! wobbling,! and! benefited! from! its! integrated! trading! and! clearing! operation,! which!reassured!buyers!and!sellers!of!energy!contracts. xli ! Emboldened!by!its!early!success,!ICE!grew!aggressively!through!acquisitions:!the! London=based!International!Petroleum!Exchange!(IPE)!in!2001,!the!New!York!Board!of! Trade!in!2005!and!the!Winnipeg!Commodity!Exchange!in!2007.!Also!in!2007!ICE!made! an!unsuccessful!$10!billion!bid!for!the!CBOT. xlii ! But!by!far!ICE's!biggest!and!boldest!move!was!the!December!2012!acquisition!of! NYSE!Euronext!for!$8.5!billion.!ICE!first!teamed!up!with!Nasdaq!in!April!2011!to!make!a! joint! bid! valuing! NYSE! Euronext! at! $11.3! billion.! The! bid! was! immediately! rejected! by! the!NYSE's!board!while!the!US!Justice!Department!hinted!it!was!concerned!by!the!deal! on!competition!grounds. xliii !!Nasdaq!and!ICE!withdrew!their!offer.!In!December!2012!ICE! made!a!new,!successful!$8.2!billion!for!NYSE!Euronext.!The!upshot!is!the!world's!largest! stock! and! derivatives! market,! with! a! market! capitalization! of! $25! billion! at! the! end! of! 2013.! Nothing!illustrates!the!turmoil!that!has!engulfed!historical!stock!exchanges!more! than!ICE's!rise!from!humble!beginnings!to!owning!the!biggest!trophy!in!equity!markets!-! NYSE!-!in!less!than!two!decades.!the!venues!where!financial!instruments!can!be!traded!outside!exchanges! can!never!be!identified,!such!as!the!huge!over=the=counter!market!in!derivatives,!where! any! two! or! more! institutions! can! trade! with! each! other! on! a! contractual! basis.! This! is! also!the!case!with!internalization,!which!consists!of!matching!supply!and!demand!within! an! institution,! by! comparing! buy! and! sell! orders! from! all! the! institution's! clients,! its! proprietary!trading!books,!market!makers'!books!and!investment!funds!managed!by!it.! ! However,! the! more! formalized! (and! lightly! regulated)! off=exchange! venues! are! identified,! and! volumes! traded! on! them! are! reported! by! regulators,! trade! bodies! and! some! specialized! consultancy! firms.! In! Europe! FESE! provides! a! list! of! venues.! At! its! height,!in!2012,!the!European!MTF!market!comprised!six!active!facilities!executing!more! than!20!million!trades!a!month!on!average.!In!2013!only!four!were!left,!the!remainder! having! either! registered! as! recognized! exchanges! (BATS! Europe),! folded! into! their! parent!company!(Burgundy)!or!been!acquired!(Chi=X)!the!first!tangible!result!of!Mifid,!launched!in!2007!as!soon!as!the!law! permitted,! by! Instinet! (the! US! pioneer! of! electronic! trading).! By! January! 2008! it! had! invited!some!of!the!biggest!European!equity!traders!to!become!shareholders!(including! BNP! Paribas,! Citigroup,! Credit! Suisse,! Goldman! Sachs,! Merrill! Lynch,! Morgan! Stanley,! Société! Générale! and! UBS).! Chi=X! had! the! European! off=exchange! market! to! itself! for! almost! a! year,! until! it! was! joined! by! BATS! Europe! (the! European! offshoot! of! a! US! pioneer)! and! Turquoise! (a! platform! operated! by! the! LSE)! in! October! 2008. xliv !By! February! 2009! Chi=X! had! captured! more! than! 9%! of! volumes! in! Europe's! 10! largest! markets,!including!almost!15%!of!trades!in!UK!equities,!with!LSE's!market!share!falling! below!75%!for!the!first!time. xlv !In!April!2009!Chi=X!launched!a!dark!pool,!which!helped!it! to!accelerate!its!market!share!grab. xlvi !!In!mid=2010!Chi=X!had!captured!20%!of!all!equity! trading!in!Europe,!when!it!accepted!a!merger!offer!from!BATS!(according!to!a!company! press!release).! was! launched! in! September! 2008! by! BATS! Global! Markets,! an! ambitious!Kansas!City=based!electronic!trading!network!founded!in!2005.!By!the!end!of! 2010!BATS!Europe!was!trading!9!million!contracts!a!month,!roughly!half!the!volumes!of! Chi=X,!the!market!leader,!and!more!than!double!the!number!of!contracts!exchanged!on! Turquoise. xlvii !In!February!2011!BATS!Global!Markets!agreed!to!acquire!Chi=X!Europe!for! more! than! $300! million. xlviii !By! the! end! of! 2011! the! combined! BATS! Chi=X! Europe! was! executing! 25%! of! all! equity! trades! in! Europe. xlix !In! December! 2012! the! merged! group! applied!to!UK!regulators!for!an!authorization!to!become!a!fully!regulated!exchange.!The! authorization!was!granted!in!May!2013. l !At!the!end!of!2013!BATS!Chi=X!Europe!was!by! far!Europe's!largest!exchange,!processing!double!the!transaction!volumes!of!its!nearest! rival,! the! LSE.! In! December! 2013! BATS! Chi=X! Europe! executed! 26.6! million! trades,! the! LSE!13.8!million,!NYSE!Euronext!11.7!million!and!Deutsche!Boerse!7.2!million. li! ! II.2.3.!Turquoise.! ! Turquoise,! paradoxically,! was! in! turn! a! nail! in! the! coffin! of! LSE! as! a! traditional! exchange!and!a!cornerstone!of!its!future!survival!strategy:!the!acquisition!of!Turquoise! in!2009!prompted!the!tensions!that!led!to!the!LSE's!walking!out!on!FESE lii ,!but!after!its! integration!into!Baikal,!the!LSE's!dark!pool,!in!2011!Turquoise!was!faster!growing!than! the! parent! exchange! itself! and! on! the! verge! of! overtaking! the! main! board! in! terms! of! transactions.!Turquoise!is!also!a!case!in!point!of!conflict!of!interest!for!shareholders!and,! quite!possibly!as!I!shall!discuss!in!Part!IV,!an!illustration!of!"Tunneling"!(Johnson,!Porta,! Lopez=de=Silanes! and! Shleifer! 2000).! Turquoise! was! launched! in! 2008! by! nine! institutions! (BNP! Paribas,! Citigroup,! Credit! Suisse,! Deutsche! Bank,! Goldman! Sachs,! Merrill!Lynch,!Morgan!Stanley,!Société!Générale!and!UBS).!All!nine!are!members!(users)! and!shareholders!of!the!LSE,!and!most!of!them!were!also!among!the!founding!owners!of! Chi=X.! Its! aim! at! the! outset! was! to! offer! trading! fees! on! pan=European! equities! 50%! below!those!of!organized!exchanges. liii !In!2009!it!processed!3.5!million=5!million!trades! on!average!every!month,!more!than!a!quarter!of!the!LSE's!volumes. liv !In!December!2009! LSE! acquired! 60%! of! Turquoise! and! in! April! 2011! the! exchange! started! consolidating! Turquoise's!trading!volumes!as!part!of!its!capital!markets!division. lv !In!December!2013! Turquoise! processed! 11.6! million! trades.! This! compares! with! the! LSE! electronic! order! ! 69! book's!(the!main!market)!13.8!million,!7.2!million!on!Deutsche!Boerse!and!11.7!million! on! all! of! NYSE! Euronext's! European! platforms! combined! (France,! Belgium,! launched! in! June! 2008! by! the! LSE! as! dark! pool! offering! trading! in! 6,500!shares!and!exchange=traded!funds. lvii !Volumes!never!really!took!off,!in!large!part! because!of!the!LSE's!decision!to!resort!to!one!market!maker!-!Lehman!Brothers!-!who! happened! to! be! the! former! employer! of! Xavier! Rollet,! LSE's! chief! executive.! Potential! users!of!Baikal!stayed!away!and!in!any!case!the!system!collapsed!when!Lehman!filed!for! bankruptcy! in! September! 2008. lviii !Baikal! was! briefly! relaunched! in! June! 2009! before! being!folded!into!the!LSE's!recently!purchased!Turquoise.! venues! include! smaller,! often! short=lived! ventures,! such! as! Burgundy.! Launched! in! June! 2009! by! some! of! the! leading! North! European! banks! and! investment! houses,! this! was! a! platform! offering! cheap! and! fast! trading! in! Swedish,! Finnish!and!Danish!financial!instruments.!Daily!volumes!never!exceeded!a!few!thousand! transactions,! and! in! 2012! the! venture! was! folded! into! the! Oslo! Bors.! As! part! of! their! attempts!to!keep!a!foothold!in!the!growing!off=exchange!business,!the!two!US!giants!also! launched!European!dark!pools!or!ECNs,!in!the!form!of!NYSE!Arca!Europe,!an!offshoot!of! the!NYSE's!American!electronic!marketplace,!and!Nasdaq!OMX!Europe,!a!platform!that! sought!to!extend!Nasdaq's!expertise!in!automated!trading!into!European!equity!markets.!! ! By!definition!dark!pools,!which!provide!anonymous!trading!between!institutional! investors,!are!opaque.!Although!very!little!data!are!publicly!available!a!report!privately! commissioned! by! industry! participants! shows! interesting! results. lix !In! this! report,! consulting!firm!ITG!finds!that!in!the!months!following!the!launch!of!alternative!venues! in! 2008=2009,! trading! costs! on! European! organized! exchanges! were! 71%! higher! than! those! on! dark! pools! and! 20%! higher! than! on! MTFs.! The! competition! prompted! exchanges!to!make!massive!efforts,!with!the!result!that!in!2010!MTFs!had!higher!costs! than! the! exchanges! by! about! 5%,! and! the! relative! cost! advantage! of! dark! pools! had! ! 70! shrunk! to! 13%.! This! situation! is! partly! responsible! for! the! ensuing! mergers! between! MTFs,!such!as!BATS's!acquisition!of!Chi=X,!described!above.!!ITG!also!provides!the!most! recent!estimate!of!market!shares!between!regulated!markets,!"lit"!MTFs!and!dark!pools! (Graph!II.1!below).!It!is!the!first!documented!indication!that!by!2010!a!majority!of!equity! trading!in!value!terms!was!taking!place!outside!the!regulated!exchanges.!dissertation!I!shall!refer!to!all!off=exchange!trading!venues!as!Alternative! Venues!(AVs).!This!term!will!apply!equally!to!ECNs,!dark!pools,!ATFs!and!MTFs.!It!is!not! important,!for!the!purpose!of!this!study,!to!get!into!the!detail!of!what!the!new!platforms! do!and!how!they!do!it.!I!shall!call!AV!any!physical!venue!or!technological!network!that! competes! with! a! national! stock! exchange! and! allows! financial! operators! to! buy! or! sell! century! or! so! was! a! golden! age! for! financial! regulators.! To! start! with,! that! period! saw! the! creation! of! most! modern! financial! regulatory! agencies! in! the! developed!world.!The!SEC,!for!example,!was!established!by!the!Securities!and!Exchange! Act! of! 1934 lx .! Most! other! stock=market! watchdogs! followed,! although! some! market! regulation! pre=dating! the! SEC! had! been! undertaken! by! central! banks.! France's! Commission! des! Opérations! de! Bourse! was! established! in! 1967,! notably! to! authorize! IPOs.!It!was!folded!into!the!Autorité!des!Marchés!Financiers,!a!regulator!with!widened! powers!such!as!punishing!insider!trading,!in!2003.!The!UK's!Securities!and!Investment! Board,! precursor! to! the! Financial! Services! Authority! and! later! the! Financial! Conduct! Authority,! was! incorporated! in! 1985.! The! period! 1930=2010! was! also! when! the! overwhelming!majority!of!existing!financial!rules!were!written.!But!two!relatively!recent! pieces! of! legislation,! passed! during! a! time! of! rapid! technological! evolution! that! was! already!destabilizing!financial!market!practices,!are!threatening!to!have!more!damaging! and! longer! lasting! effects! than! any! previous! regulatory! change:! Reg! NMS! and! Mifid.! However,! these! two! regulatory! overhauls! are! refinements! of! -! and! additions! to! -! two! earlier!sets!of!financial!laws:!Reg!ATS!in!the!US!and!the!ISD!in!Europe.!I!shall!outline!and! describe!all!four!in!this!section.! ! II.3.1.!ISD.! The!Investment!Services!Directive!(ISD)!was!implemented!in!January!1996.!!It!did! not! deal! with! new! off=exchange! trading! venues,! but! created! the! Eurpean! passport:! an! obligation! for! each! country! to! allow! financial! institutions! approved! by! one! national! regulator! to! operate! unimpeded! in! all! national! markets.! Under! ISD,! financial! firms! no! longer!needed!to!establish!a!branch!or!subsidiary!in!other!countries!where!they!wished! to! offer! their! services.! The! ISD! also! breaks! down! regulatory! prerogatives! between! the! home!country!(whose!regulator!remains!responsible!for!prudential!supervision)!and!the! host!country!(which!applies!the!rules!of!conduct!and!monitors!compliance!with!them).! One! important! provision! in! the! ISD! was! that! it! allowed! member! states! "in! certain! circumstances![to]!require!that!the!transactions!connected!with!investment!services!be! carried!out!on!an!organized!market.!However,!investment!firms,!irrespective!of!whether! ! 72! they!are!banks,!may!become!members!of!such!an!organized!market". lxi !Summing!up,!the! one! important! impediment! that! the! ISD! did! not! remove! was! the! power! of! EU! member! states! to! protect! the! monopoly! of! their! national! stock! market.! The! UK! was! a! notable! exception!in!that!it!opted!not!to!maintain!the!monopoly!of!the!London!Stock!Exchange.! Most!other!large!exchanges!kept!their!monopolies.!Until!the!Mifid,!that!is.! ! II.3.2.!Reg!ATS. !lxii ! Off=exchange!transactions!were!initiated!in!the!US!by!Instinet!in!1969 lxiii ,!but!only! took! off! during! the! 1970s! as! Nasdaq! gradually! became! an! official! over=the=counter! electronic! trading! venue! [see! (Terrell! 2010)].! Faced! with! the! rising! importance! of! electronic! off=exchange! trading,! the! SEC! drafted! the! Regulation! of! Exchanges! and! Alternative!Trading!Systems!of!1998!(Reg!ATS).!Reg!ATS!acknowledged!the!right!of!non= exchanges! to! offer! share! trading! services.! It! implicitly! acknowledges! the! role! and! importance!of!ATSs!by!offering!them!a!choice!between!becoming!recognized!exchanges! and! registering! as! broker=dealers.! By! defining! the! roles! of! the! various! trading! venues,! the! SEC! thus! created! the! National! Market! System! (NMS).! This! helped! to! clarify! the! regulatory! burden! imposed! on! ATSs! and! therefore! also! aimed! to! give! exchanges! a! chance!to!compete!on!a!level!playing!field!(whch!was!not!the!case!when!exchanges!were! regulated!and!ATSs!were!not

  for!example!mutual/for=profit!or!demutualized/for=profit/private.! All! the! major! exchanges! (with! the! exception! of! recently=created! electronic! ! 81! exchanges,!as!we!will!see!later!in!this!dissertation)!started!as!user=owned!mutuals!and! maintained! this! structure! until! the! great! wave! of! demutualizations! of! the! 1990s! and! early!2000s.!In!a!1999!report!on!demutualizationlxvi ,!the!UK!parliament's!Treasury!Select! Committee! defined! mutual! organizations! as! "those! whose! owners! and! customers! are,! generally! speaking,! the! same! people.! They! are! distinguished! from! proprietary! organizations,!owned!by!a!body!of!shareholders!distinct,!or!largely!distinct,!from!those! who!have!financial!dealings!with!the!organization."! In! 2012,! in! an! effort! to! bring! more! clarity! to! the! subject,! an! independent! commission! set! up! by! the! UK! Cabinet! Office! refined! its! definition! as! follows lxvii :! "[mutuals! are,]! broadly! speaking,! societies! registered! under! the! Building! Societies,! Friendly!Societies!and!Industrial!&!Provident!Societies!Acts.!They!are:!! •!owned/controlled!by!their!members;!! •!run!democratically!on!the!basis!of!one!member!one!vote;!! •!set!up!to!meet!the!mutual!needs!of!their!members;! •!not!set!up!to!make!profits!for!external!shareholders!or!primarily!provide!a!return!on! capital;! •!share!any!surplus!or!profits!(the!dividend)!with!their!members.!"! ! In! a! report! published! in! June! 2011 lxviii !Unison,! the! UK's! largest! public! sector! employees'! union,! discusses! in! detail! the! definition! and! implications! of! mutuals! and! cooperatives.! The! report! states! that! there! is! no! single! definition! of! a! mutual.! Instead,! they!share!some!common!features:! ! •!mutuals!are!established!to!serve!a!specific!community!or!interest!group;!! •!mutuals! are! all! 'owned'! by! their! members.! This! ownership! is! vested! in! the! membership!community!of!each!mutual,!and!is!expressed!commonly.!In!other!words,!no! individual!can!take!away!their!share!of!the!assets.!Each!generation!is!a!custodian!of!the! organization!for!the!next.!There!are!no!equity!shareholders,!and!mutuals!do!not!belong! to!the!government;!! ! 82! •!mutuals!all!operate!democratic!voting!systems,!with!all!members!having!equal!power! -!one!member,!one!vote;!! •!mutuals! have! governance! structures! that! formally! incorporate! stakeholder! interests,! and!seek!to!ensure!that!these!different!stakeholders!have!an!appropriate!role!in!running! the!organization!proportional!to!their!relative!stake.!! ! According! to! Co=operatives! UK lxix ,! the! trade! body! for! the! sector,! one! of! the! key! elements!is!that!they!are!owned!by!the!members,!not!external!shareholders,!and:! ! •!they!exist!to!serve!their!members,!whether!they!are!the!customers,!the!employees!or! the!local!community;!! •!members! have! an! equal! say! in! what! the! co=operative! does.! So,! as! well! as! getting! the! products!and!services!they!need,!members!help!shape!the!decisions!their!co=operative! makes;! •!co=operatives! share! their! profits! among! members,! rather! than! rewarding! external! investors.!! ! ! Coop!FR,!the!French!trade!association!representing!the!country's!23,000!cooperatives,! lists! seven! "values"! and! seven! "principles"! that! define! cooperatives. lxx !The! values! are:! democracy!(managers,!who!must!be!members,!are!elected!through!a!one=member=one= vote! system,! by! all! members);! solidarity! (all! members! are! responsible! and! liable);! responsibility;! going! concern! (cooperatives! are! here! to! serve! current! and! future! generations);! transparency;! proximity;! and! service! (a! cooperative! exists! in! order! to! fulfill!the!social!and!economic!needs!of!members).! ! The! principles! are:! membership! is! voluntary! and! open! to! all;! democracy! is! a! right! granted! to! all! members;! members! must! participate! economically! (purchase! a! share! to! become!a!member);!autonomy!and!independence;!education!and!training!are!a!part!of!a! cooperative's! missions;! cooperation! with! other! cooperatives;! duty=bound! to! the! community.! still! an! open! question! whether! exchanges,! which! are! considered! strategic! industries!in!many!countries,!undergo!a!mutation!in!their!governance!structure!for!the! same!reasons!that!other!activities!do,!or!if!this!latest!wave!of!exchange!demutualizations! and!IPOs!was!prompted!by!developments!affecting!their!sector!specifically.! ! Bradley!(2001)!draws!a!parallel!between!exchange!demutualizations!and!those!of! other! industries! (notably! insurance).! "Exchanges! demutualize! for! reasons! similar! to! those! identified! by! other! types! of! mutual! firms."! (p.668).! She! singles! out! three! main! arguments!for!demutualization:!subjecting!the!firm!to!the!discipline!of!the!marketplace;! facilitating! the! raising! of! capital;! and! allowing! diversification! into! areas! for! which! the! mutual!structure!is!not!adapted.!This!view!is!corroborated!by!the!exchanges!themselves,! PRIVATISATION AND DEMUTUALISATION OF MENA STOCK EXCHANGES ©

  )! sums! up! the! potential! for! conflicts! of! interest,! pre= demutualization:!"The!mutual!governance!structure!and!the!heterogeneity!of!members! of! the! stock! exchanges! (local! market! makers,! broker! dealers,! international! banks,! etc.)! made! it! difficult! for! them! to! ignore! their! private! cost=benefit! evaluations! and! vote! for! policy!change."!(p.143).! There! are! signs! that! the! shift! from! user=owned! to! shareholder=owned! entities,! and!the!ensuing!quest!for!value!creation!through!improved!efficiency,!have!led!to!a!shift! in! the! business! strategy! of! exchanges.! Hart! and! Moore! (1996!)! detect! a! change! in! the! product!mix!of!exchanges!post=demutualization,!which!they!interpret!as!the!result!of!the! shift! to! for=profit! status.! Traditional! functions! performed! by! exchanges,! such! as! providing! a! trading! mechanism,! disseminating! information,! acting! as! a! clearing! house,! settling! trades,! etc.,! are! gradually! abandoned,! starting! with! the! least! profitable.! "Exchanges! no! longer! need! to! be! vertically! integrated! in! this! way.! Many! of! these! functions!are!offered!by!specialist!service!providers!and,!in!many!cases,!exchanges!have! hived!off!particular!functions."!(p.53).!The!governance!of!exchanges!is!also!influenced,!in!some!cases,!by!the!exchanges'! additional!role!as!self=regulator.!This!situation!puts!the!exchange!in!the!uncomfortable! position!of!having!to!enforce!rules!that!can!antagonize!its!customers!and,!consequently,! impede!its!business!activity.!The! exchange! industry,! which! has! operated! for! centuries! as! a! non=profit! sector! with! public! utility! connotations,! is! also! fertile! ground! for! the! study! of! stakeholder! theory.! Two! main! areas! of! concern! arise:! first,! the! fact! that! most! users! are! tied! to! an! exchange! gives! the! latter! a! natural! monopoly.! This! leads! many! researchers! to! call! for! compensatory! measures! to! prevent! the! "monopolist"! from! using! its! advantage! to! the!! 106! detriment!of!users.!Second,!the!dominance!of!exchanges!as!the!economy's!main!source! of!capital!means!that!mismanagement!leading!to!a!failure!raises!the!specter!of!systemic! risk.! Most! of! the! literature! in! this! area!addresses! the! questions! of! whether! demutualization! was! really! necessary,! or! if! the! shareholder=controlled! structure! threatens! exchanges'! ability! to! respond! to! their! responsibilities! (regulatory,! systemic,! level!playing!field)!other!than!creating!value!for!shareholders.! ! Lauzun! and! Lee! (2006)! argue! that! users! are! very! often! tied! to! the! exchange,! which!enjoys!a!dominant!position!in!its!domestic!market.!Therefore,!these!users!cannot! "vote! with! their! feet"! (p.3).! Aware! of! this! power,! the! operators! of! the! "infrastructures! can! be! tempted! to! enjoy! a! rent! by! applying! non=competitive! prices".! Such! practices! weigh!on!transaction!costs!for!final!investors,!and!more!widely,!on!the!global!efficiency! of! markets.! At! the! very! least,! extremely! strict! rules! of! governance! must! be! imposed,! giving! priority! to! the! users,! Lauzun! and! Lee! add.! One! way! to! constrain! such! possible! anti=competitive! behavior,! the! authors! believe,! is! to! give! users! of! exchanges! voting! rights.! "We! must! address! the! question! of! users'! participation! in! the! capital! of! listed! exchanges.!It!is!undoubtedly!very!highly!desirable."!(p.3).! Reiffen!(2008)!looks!at!whether!profit!seeking!could!tempt!exchanges!to!relax!the! enforcement! of! rules! (listing! requirements! as! well! as! trading! restrictions)! in! order! to! please! their! customers! (listed! companies! and! stockbrokers)! to! whom! the! rules! apply.! Reiterating! the! view! that! exchanges! have! been! given! substantial! responsibilities! with! respect! to! enforcing! regulations! and! protecting! investors,! he! looks! specifically! at! the! period!during!which!an!exchange!converts!from!mutual!to!for=profit!status.!"In!contrast! to!oft=stated!concerns,!we!find!that,!in!many!circumstances,!an!exchange!that!maximizes! shareholder! (rather! than! member)! income! has! a! greater! incentive! to! aggressively! enforce!these!types!of!regulations,"!!(p.3),!he!concludes.!! This!view!is!contradicted!by!Kuan!(2006).!In!this!contrarian!article,!and!referring! to! Akerlof! (1970),! the! authors! claim! that! the! member=owned! structure,! and! the! monopolistic! powers! associated! with! it,! allow! an! exchange! to! treat! its! customers! as! "hostages".! They! believe! this! is! the! most! effective! way! to! force! listed! firms! to! be! fully! transparent,!therefore!eliminating!"lemons"!(or!sub=par!companies!that!a!profit=seeking! exchange!might!accept!to!list!in!spite!of!their!defects).!new!corporate!shape!as!listed!entities,!stock!exchanges!should!perform!in! line! with! the! findings! of! previous! corporate! governance! research:! the! owners! of! listed! and! easily! tradable! shares! are! expected! to! apply! pressure! for! financial! performance,! a! purpose! for! which! they! have! to! check! the! temptations! of! the! managers! to! whom! they! have!devolved!wide!powers!to!run!the!company!on!a!day=to=day!basis.! However,! due! to! their! recent! past! as! non=profit! organizations,! exchanges! still! have!a!wide!array!of!shareholders,!not!all!of!them!pure!value!maximizers.!In!addition!to! investment! managers,! exchanges! also! count! brokers! among! their! owners,! as! well! as! strategic!shareholders!with!non=financial!objectives.! According! to! agency! theory! literature,! financial! investors! are! expected! to! be! mostly! value! maximizers:! their! concentration! in! a! firm's! capital! should! be! positively! correlated! with! higher! sales,! productivity! and! profits,! and! negatively! correlated! with! costs.!Conversely,!higher!dispersion!of!shares!(i.e.!a!large!freefloat)!should!be!positively! correlated! with! higher! costs! and! negatively! correlated! with! productivity! and! profitability.!! In! this! section,! I! use! a! panel! consisting! of! six! exchanges.! My! objectives! are! twofold.!The!first!objective!is!to!test!earlier!findings!about!the!effects!of!stock!exchange! demutualizations.! For! example,! the! assertion! by! Lee! (2002)! that! being! owned! by! shareholders! does! not! necessarily! imply! more! pressure! on! management! to! achieve! higher!profits,!since!mutually=owned!exchanges!also!distribute!profits!in!another!form:! fee!rebates.! !The!second!objective!is!to!make!a!contribution!to!agency!theory!by!going!beyond! the! principal/agent! conundrum,! and! delving! deeper! into! the! motivations! of! various! types!of!principals.!The!approach!here!is!based!on!the!assumption!that!not!all!principals! are! primarily! motivated! by! value! maximization.! There! are! situations! where! principals! derive!more!value!through!other!means!(as!customers!or!users!of!a!service)!than!from! their!position!as!shareholders!of!the!company.!In!order!to!understand!these!conflicting! motives,! I! had! to! analyze! to! what! extent! the! identity! of! shareholders! influences! their! behavior.! ! 108! This! approach! is! innovative! in! two! ways! because! it! leads! me! to! examine! corporate! ownership! not! only! in! terms! of! fragmentation/concentration! as! has! been! done! previously! by! Holderness! (2009),! Jensen! and! Meckling! (1976),! Fama! and! Jensen! (1983)! etc.,! but! to! delve! further! into! the! nature! and! motivations! of! shareholders.! The! second! innovation! consists! of! moving! beyond! the! black! and! white! approach! of! agency! theory,! where! principals! are! thought! to! have! one! straightforward! aim! (maximizing! financial! value)! and! agents! to! have! the! opposite! aim! (expropriating! principals! by! as! much!as!they!can!get!away!with).

  )! or!to!expropriate!other!investors.!The!following!analysis!provides!the!first!opportunity! to!measure!the!aggregate!effect!of!such!a!diverse!range!of!influences.!! Nine! of! the! 17! variables! show! correlations! with! the! shareholdings! of! strategic! investors,!and!the!outcome!is!clearly!that!strategic!investors!are!value!destroying.!Five! key! performance! indicators! are! clearly! negatively! correlated! to! strategic! holdings:! the! share!price,!operating!profit!margins,!pre!tax!margins,!net!income!and!net!margins.! The

  where! the! bulk! of! strategic! shareholdings! is! accounted!for!by!the!founder!and!CEO,!who!is!gradually!winding!down!his!stake!as!he! increases! the! total! value! of! the! firm.! It! is! also! consistent! with! situations! described! by[START_REF] Rappaport | !Stock!or!cash?!The!trade=offs!for!buyers! and!sellers!in!mergers!and!acquisitions[END_REF],! where! companies! growing! through! acquisitions! maximize! the! valuation! of! their! shares! in! order! to! use! them! as! acquisition! currency.! However,! the! same! result! contradicts! the! situation! at! NYSE! Euronext,! where! strategic! shareholdings! are! associated! with! management! entrenchment,! which! is! not! conducive! to! higher! share! valuations.! It! is! also! inconsistent! with! the! situation! at! LSE,! where! ownership!by!strategic!investors!has!shattered!expectations!of!a!bid!for!the!company.! ! III.6.&Conclusion& ! ! This!empirical!study!of!exchanges'!shareholders!and!their!influence!on!corporate! performance! allows! me! to! verify! some! of! the! findings! from! earlier! work! on! stock! exchanges,!as!well!as!to!corroborate!expectations!dictated!by!the!general!literature!on! ! 114! corporate! governance.! Two! widely! held! hypotheses! are! corroborated:! that! financial! investors!seek!to!maximize!the!value!of!their!investment;!and!that!a!high!fragmentation! of!shares!leads!to!lower!performance.! I! had! assumed! that! brokers! are! conflicted! because! they! play! two! simultaneous! and! conflicting! roles,! as! co=owners! and! customers.! On! the! one! hand,! as! shareholders,! they!expect!their!investment!in!the!exchange!to!generate!value!in!the!form!of!dividends! and!capital!gains.!On!the!other!hand,!as!customers,!it!is!in!their!interest!to!pay!as!little!as! possible!in!fees!to!the!exchange.!Tests!to!determine!which!of!these!conflicting!attitudes! (seeking!discounts!or!demanding!financial!reward)!dominates!are!not!conclusive.!This!is! mainly!due!to!the!small!presence!of!brokers!relative!to!the!other!blocks!of!shareholders.! ! My! most! interesting! finding! relates! to! the! behavior! of! strategic! investors,! who! turn!out!to!be!value!destroying!on!balance.!The!term!strategic!encompasses!a!wide!array! of!investors!with!various!motivations.!In!this!sample!they!consist!of!founders!who!still! have! power! (at! ICE),! predators! who! built! up! a! stake! but! failed! to! take! full! control! (Nasdaq!in!LSE),!or!entrenched!managers!(NYSE!Euronext).!! ! My! results! clearly! show! that! strategic! shareholders! are! correlated! with! bad! performance! on! balance:! i.e.! that! these! principals! have! an! overall! influence! over! the! exchange! that! is! closer! to! that! of! an! agent.! This! leads! me! to! call! them! Quasi=Agent! Principals! (QAPs),! as! in! owners! whose! ambiguous! relationship! to! the! asset! they! have! invested!in!ends!up!eroding!the!value!of!this!asset.!

  their!total!absence!from!some!exchanges.! Investment!managers!(IMs)!consist!of!investment!funds.!Academic!literature!has! shown! repeatedly! that! they! invest! with! a! view! to! maximize! the! value! of! their! investment,!through!capital!gains!(share!price!appreciation)!and!dividends.!The! final! category! of! investors! is! described! as! freefloat.! This! part! of! the! shareholding! consists! mainly! of! small! stakes! whose! owners! are! not! identified,! either! because! they! are! too! small! to! declare! their! stake! or! because! they! trade! their! shares! frequently.!In!both!cases,!they!cannot!be!considered!a!homogeneous!group.!As!a!result,! even! if! their! combined! stakes! can! be! substantial,! freefloat! shareholders! do! not! have! a! commensurate! influence,! as! their! agendas! might! diverge! widely! (they! might! even! not! have!an!agenda!at!all).!Many!smaller!shareholders,!who!belong!to!the!freefloat!group,!do! not! vote! at! shareholder! meetings;! they! are! not! represented! on! the! board;! and,! more! generally,!are!not!considered!to!have!much!influence!on!management!or!strategy.! ! The!relevant!literature!for!this!article!is!reviewed!in!Part!III.! ! IV.2.&Methodology& ! I! use! the! same! data! as! in! Part! III,! but! I! have! broken! down! the! figures! for! each! exchange!individually.!This!fragmentation!precludes!a!hypothetico=deductive!approach,! as!the!small!number!of!observations!in!each!sample!makes!it!impossible!to!obtain!robust! quantitative! results.! I! nonetheless! run! the! same! regressions! as! in! Part! III,! for! each! performance!variable!against!each!category!of!shareholder.!! The!regression!results!are!then!used!to!deduce!relationships!between!corporate! performance! and! the! concentration! of! each! shareholder! type.! When! regression! results! are! not! significant,! I! look! at! the! graphical! representation,! which! sometimes! shows! interesting!trends,!which!then!need!to!be!explained!through!non=quantitative!means.! This! is! why! this! section! is! described! as! a! series! of! case! studies,! and! not! a! quantitative!study.!! ! 121! In!each!case,!I!regress!the!same!performance!variables!(the!full!list!is!detailed!in! Appendix! 2)! against! the! four! independent! variables! used! in! Part! III:! freefloat,! investment!managers!(IM),!brokers!and!strategic!shareholders.!In!some!instances!I!look! at! individual! events,! such! as! large! share! trades! or! M&A! activity,! and! try! to! explain! outcomes! in! the! context! of! shareholders'! motivations! (or! interests)! at! that! specific! moment.!! ! Introduction.! The!London!Stock!Exchange!(LSE)!has!undergone!a!very!eventful!period!since!its! demutualization!in!2000.!It!has!made!successful!and!unsuccessful!takeover!attempts!of! rival! (or! complementary)! exchanges,! negotiated! successful! and! unsuccessful! friendly! mergers,!and!has!been!the!target!of!numerous!hostile!bids,!all!of!which!it!has!fended!off! so!far.!This!makes!the!LSE!a!particularly!interesting!subject!to!study,!since!this!flurry!of! deals! has! resulted! in! significant! upheavals! in! the! exchange's! shareholding! structure,! with!various!effects!on!its!operating!and!financial!performance.! ! Share!Price.! The! LSE's! share! price! rises! gradually,! in! line! with! sales! and! profits! growth,! for! most!of!the!period!under!observation!(see!Graph!IV.1!below).!However,!it!peaks!in!2007,! in! the! midst! of! Nasdaq's! build! up! of! a! large! stake! as! part! of! an! attempted! hostile! takeover.! The! takeover! attempt! seems! to! be! the! main! explanation! for! the! share! price! performance!in!that!period.!This!explanation!is!corroborated!in!two!separate!ways:!first,! because! the! peak! in! the! share! price! coincides! with! that! in! Nasdaq's! holding! of! LSE! shares;!second,!because!it!does!not!coincide!with!rises!in!performance!measures,!such!as! annual! sales,! operating! profit,! net! income! or! dividend! payout.! Sales! peaked! in! 2008,! a! year!later!than!the!share!price.!Dividend!payout!peaked!in!2006!and!2010,!a!year!before! and!three!years!after!the!share!price!peaked.! interesting! to! note,! as! we! shall! see! later! in! this! case! study,! that! the! share! price! becomes! increasingly! disconnected! from! corporate! performance! indicators! after! Nasdaq's! failed! takeover! attempt.! While! sales,! operating! profits! and! net! income! are! closely!correlated!from!2001!to!2005,!they!cease!to!be!so!from!2006!onwards.! & Shareholding!evolution.! Several!interesting!points!are!woth!noting.!As!can!be!seen!in!Graph!IV.2!below,!in! 2002!widely!held!shares!(freefloat)!ceased!to!be!a!majority!of!LSE's!equity.!Instead,!in! that! same! year! IMs! became! the! dominant! shareholding! group! and! have! continued! to! own!more!than!50%!ever!since.!In!2006!strategic!investors!quadrupled!their!combined! stake,!from!8.67%!to!34.56%.!Although!this!was!mostly!the!result!of!Nasdaq's!build=up! in! anticipation! of! a! hostile! takeover! bid,! strategic! investors! remained! very! influential! well!after!Nasdaq!sold!out,!accounting!for!roughly!30%!until!2011.! year! 2006! was! a! watershed! for! the! LSE.! This! clear! preponderance! of! certain!types!of!investor!at!given!periods!will!prove!very!useful!in!order!to!test!various! hypotheses.! Brokers,! who! held! a! majority! before! demutualization,! have! gradually! reduced!their!combined!stake:!from!2.8%!in!2000!to!0.03!%!in!2009,!and!insignificant! amounts! thereafter.! These! figures! mean! that! brokers! are! not! significant! enough! to! influence! the! LSE! as! shareholders.! However,! being! the! most! important! source! of! revenues! for! the! exchange,! they! can! apply! pressure! through! other! means,! such! as! threatening!to!take!their!business!elsewhere.!Therefore,!I!have!not!tested!the!influence! brokers'!shareholdings!quantitatively,!but!chose!instead!to!focus!on!their!behavior!in!a! specific!case!study!at!the!end!of!this!section.! ! Methodology.! Due! to! the! absence! of! brokers! from! LSE's! shareholding,! I! look! at! only! three! idependent! variables! in! this! section,! using! two! different! methods.! I! use! simple! OLS! ! two! variables,! IMs! and! freefloat,! to! check! whether! their! concentration! affects! performance.! In! order! to! gauge! the! influence! of! strategic! shareholders,! I! use! a!

  widely! held! shares! are! sales! per! employee,! a! key! measure! of! productivity,! and! operating! profit! margin.! ! Investment!managers.! In!this!section,!I!regress!!the!same!variables!against!the!proportion!of!investment! managers! in! the! exchange's! capital.! I! find! no! significant! results.! Summing! up,! I! do! not! find! that! a! higher! concentration! of! investment! managers! leads! to! better! operating! or! financial!results.! ! However,! although! the! results! are! not! statistically! significant,! a! graphical! representation! shows! a! clear! link! between! IMs! and! performance! in! some! variables.! I! have! shown! Graph! IV.3! and! Graph! IV.4! below! for! illustrative! purposes.! In! the! cases! of! sales!per!employee!and!the!share!price,!the!lack

  investors,!by!definition,!have!an!interest!in!the!operations!and!strategy! of! the! company! in! which! they! hold! shares.! They! also! have! enough! clout! to! affect! its! performance.! However,! unlike! IMs! who! are! above! all! expected! to! be! interested! in! maximizing! the! value! of! their! investment,! strategic! investors! might! have! a! different! agenda.!In!the!case!of!Nasdaq,!this!agenda!was!initially!clear:!to!take!full!control!of!the! LSE.! The! LSE's! board! and! management! considered! Nasdaq's! approach! hostile,! and! vowed! to! defend! the! exchange's! independence.! They! were! ultimately! successful! although,! as! we! shall! see! later,! the! battle! had! long=lasting! effects! on! the! LSE's! performance.!In! Table! IV.2! below! I! have! applied! a! mean! comparison! to! the! data! with! (1)! and! without!(0)!a!controlling!strategic!shareholder!holding!a!stake!of!more!than!20%.! be! seen! in! Graphs! IV.5! to! IV.8! on! this! page,! for! each! variable,! with! the! exception!of!net!income!(which!I!discuss!separately!below),!the!presence!of!a!dominant! strategic! shareholder! is! associated! with! a! higher! dispersion! of! results.! In! other! words,! the! performance! of! the! LSE! is! much! more! haphazard! and! unpredictable! under! the! dominance!of!Nasdaq,!from!2006!onwards.! a! dominant! strategic! shareholder! is! clearly! linked! to! lower! net!income,!as!can!be!seen!in!Graph!IV.9!below.!However,!this!performance!has!to!be!looked! at! in! conjunction! with! other! performance! measures.! It! is! interesting! to! note! that! this! lower! net! income! coincides! with! higher! sales! (Graph! IV.7! above)! and! operating! profit! margin!(Graph!IV.8).!Therefore,!the!fall!in!net!income!can!only!be!attributed!to!lower!net! financial!income!or!higher!extraordinary!expenses.!The!latter!explanation!is!compatible! with!a!defence!against!a!hostile!bid!or!creeping!control.!dispersion!apparent!in!Graphs!IV.7!and!IV.8!above!is!corroborated!by! a!quantitative!analysis!of!the!data.!Table!IV.3!below!confirms!that!several!performance! measures! become! more! volatile! in! the! presence! of! the! dominant! strategic! investor.! (Std.Dev1:!standard!deviation!of!the!variable!with!a!strategic!investor!holding!a!stake!of! more!than!20%;!Std.Dev0:!standard!deviation!of!the!variable!with!no!dominant!strategic

  This!analysis!yields!interesting!results,!in!many!cases!corroborating!widely!held! views!that!emerged!from!earlier!literature,!but!also!offers!new!insights!into!the!effects! that!some!types!of!shareholders!can!have!on!the!firm,!be!they!deliberate!or!otherwise.! Firstly,! the! regressions! show! in! some! cases! a! very! clear! negative! correlation! between!freefloat!and!a!number!of!performance!measures,!both!operating!and!financial.! In!sum,!a!high!proportion!of!widely!held!shares!coincides!with!lower!productivity!(sales! per!employee)!and!a!lower!share!price.!This!is!in!line!with!literature!suggesting!that!the! absence! of! a! dominant! group! of! influential! shareholders! leads! to! a! lack! of! focus! on! performance,!as!management!faces!no!substantial!checks!and!balances![see![START_REF] Barclay | !Private!benefits!from!control!of! public!corporations[END_REF]!and!Holderness!(2003)].! Secondly,! there! are! clear! indications! that! the! rising! influence! of! strategic! investors! leads! to! deteriorating! performance! on! many! fronts.! The! fact! that! sales! are! positively! correlated! to! strategic! shareholdings! must! be! tempered! by! the! observations! that! these! same! sales! are! negatively! correlated! with! net! income! and! uncorrelated! to! productivity.! Simply! put,! in! this! case! rising! sales! are! not! an! indication! of! improving! ! 132! performance,! but! rather! attributable! to! a! general! trend! (rising! markets! and! increasing! stock!market!activity).! Instead,! the! strong! negative! correlation! between! strategic! holdings! and! net! income!confirms!the!expectation!that!strategic!investors'!influence!is!value=destructive! for!at!least!two!reasons.!First,!the!LSE!incurred!huge!costs!in!fending!off!Nasdaq's!hostile! bid!in!2006!and!2007.!This!is!corroborated!by!the!fact!that!in!these!two!years,!operating! profits! continued! to! rise,! but! net! income! dropped! sharply.! Second,! living! under! the! influence! of! (even! passive)! strategic! investors,! as! the! LSE! did! post=2006,! is! less! conducive! to! value! creation.! The! costs! incurred! by! targets! of! hostile! bids! are! widely! explored!in!the!literature,!including!by!Franks!and!Mayer!(1996),!and!Easterbrook!and! Fischel!(1982).! ! Conclusion.! In!terms!of!operating!and!financial!performance,!there!are!clearly!two!LSEs:!a!Dr! Jekyll! (pre=Nasdaq! bid)! LSE;! and! a! Mr! Hyde! (post=bid)! LSE. lxxxviii !The! watershed! is! the! year!2005,!as!can!be!seen!in!Graph!IV.10!below.price!in!cents;!sales,!ebit!and!net!income!in!$!million)! ! ! The! Dr! Jekyll! LSE,! from! 2000! to! 2005,! has! steadily! rising! sales,! share! price,! operating! profits,! net! income! and! Ebit.! The! performance! of! the! Mr! Hyde! LSE,! is! more! haphazard! and! unpredictable,! and! much! less! focused.! While! sales! continue! to! rise! steadily,! net! income! becomes! increasingly! disconnected! from! operating! profits! (see! Graph!IV.11!below).! longer! reflect! net! income,! presumably! as! management! strives! to! reassure!freefloat!holders!and!IM!investors!in!spite!of!the!costs!of!fending!off!Nasdaq's! unsolicited! advances.! This! is! clear! in! Graph! IV.12! below,! where! cash! dividends! are! highest!when!net!income!is!low.! ,! post=2006,! between! financial! performance! and! the! share! price!helps!to!establish!that!the!peak!in!the!share!price!in!2007!is!mostly!the!result!of! Nasdaq's!takeover!attempt!(either!because!the!supply!of!shares!available!for!trading!is! squeezed! or! on! expectations! of! a! large=premium! bid).! The! shares'! relative! stagnation! from! 2009! onwards,! coinciding! with! the! dominance! of! strategic! investors,! points! to! a! situation!where!market!sentiment!is!that!the!LSE!has!its!hands!tied,!which!could!impede! value!creation!and!strategic!moves.!The!presence!of!a!long=term!investor!(Borse!Dubai,! which!bought!Nasdaq's!stake!in!2007)!also!lowers!the!odds!of!a!hostile!bid!from!a!third! party.! In! sum,! the! LSE! since! 2007! can! no! longer! be! considered! in! play:! two! passive! investors!hold!a!controlling!stake![according!to!the!definition!given!by!Porta,!Lopez=de= Silanes! and! Shleifer! (1999)]! and! expectations! of! a! bidding! war! for! Europe's! largest! capitalization!stock!market!have!waned.! The! influence! of! value=maximizing! IM! shareholders! has! shrunk! drastically,! as! their!combined!stake!fell!from!over!70%!in!2005!to!under!50%!in!2011.!Meanwhile,!the! presence!of!non=value!maximizing!investors!(freefloat!and!strategic)!has!risen!from!less! ! in! 2005! to! more! than! 51%! in! 2011.! This! new! equilibrium! in! the! balance! of! power! between! value=maximizing! and! non=value! maximizing! shareholders,! combined! with!receding!prospects!of!a!bidding!war,!point!to!a!protracted!situation!of!low!strategic! activity,! less! than! optimal! value! creation! and! little! chance! of! positive! surprises! on! the! financial!performance!front.!!!!! Tunneling",! Johnson,! Porta,! Lopez=de=Silanes! and! Shleifer! (2000)! describe! through!several!case!studies!events!where!a!dominant!shareholder!clearly!expropriates,! in!a!legal!fashion,!powerless!minority!shareholders.!The!methods!vary!in!each!case:!in! one! occurrence,! the! firm! rents! equipment! from! another! company! owned! by! the! dominant!shareholder!at!a!price!that!the!minority!investors!have!no!say!on.!In!another! case,! the! dominant! shareholder! gets! the! firm! to! guarantee! the! liabilities! of! another! company!controlled!by!him!without!consulting!the!minority!shareholders.!By!"Tunnel",! the! authors! mean! a! channel! through! which! the! dominant! shareholder! transfers! value! from!the!firm!(which!he!shares!with!the!minorities)!to!another!entity!in!which!he!is!the! main!-!or!only!-!beneficiary.!Their!article!shines!the!spotlight!on!the!conflicts!of!interest! faced! by! many! dominant! shareholders,! who! have! opportunities! to! expropriate! those! with!less!power!over!the!firm.! I! have! identified! a! similar! opportunity! within! the! LSE,! where! some! of! the! exchange's! shareholders,! wielding! significant! power! both! as! investors! and! customers,! faced! an! acute! conflict! of! interest.! Although! the! protagonists! in! this! case! are! not! significant!shareholders!of!the!LSE,!the!events!leading!to!LSE's!acquisition!of!Turquoise! involve! a! significant! number! of! conflicted! parties:! the! exchange! buying! a! large! asset! from!some!of!its!biggest!customers,!the!deal!being!approved!by!a!board!with!links!to!the! sellers,!the!sellers!being!in!a!position!to!transfer!their!custom!from!the!asset!being!sold! to!another!rival,!etc.!! The!events!relate!to!the!sale!by!a!group!of!LSE!shareholders!and!customers!of!a! controlling!stake!in!Turquoise,!an!AV!they!had!founded!to!compete!with!the!LSE.!During! ! 137! and! after! the! sale,! trading! volumes! were! being! shifted! away! from! both! LSE! and! Turquoise,!in!favor!of!other!AVs,!including!one!(Chi=X)!also!controlled!by!the!same!group! of!conflicted!shareholders/users.! Chi=X!was!the!first!platform!to!launch!in!Europe!when!Mifid!allowed,!in!late!2007,! followed!by!Turquoise!and!BATS!Europe!in!October!2008. lxxxix !also!during!this!period,!in!November!2009,!that!BATS!overtook!Turquoise! in!terms!of!transaction!volumes!for!the!first!time,!and!has!stayed!ahead!ever!since!(see! Graph!IV.15!below).,!in!January!2010,!Chi=X!overtook!the!LSE!and!has!stayed! ahead!ever!since!(see!Graph!IV.16!below).!! ! The Financial Times wrote: "It is a remarkable turn of events for a venture that was propelled into existence by the banks' frustration at the LSE's reluctance to cut fees or improve services for its biggest customers -those same banks." xciv ! 142! Perhaps the best explanation for the deal is provided by consultant Christopher Morris, director of Aequitas Associates, interviewed by the FT: "It is rebuilding goodwill with the banking community that will be the most valuable asset [for the LSE]." xcv ! periods! are! significant! in! the! evolution! of! Nasdaq's! shareholding! structure.! The! first! is! pre=2005,! when! the! National! Association! of! Securities! Dealers! (NASD,! accounted! for! in! the! graph! below! as! a! strategic! investor)! is! the! dominant! shareholder,! with! roughly! 55%! of! the! shares.! The! second! is! post=2007,! when! Borse! Dubai! is! the! single! largest! shareholder,! with! a! stake! of! 15%=30%.! Borse! Dubai! (80%! owned!by!the!ruler!of!the!emirate)!became!a!significant!shareholder!in!Nasdaq!as!part!of! a!deal!that!also!included!buying!Nasdaq's!roughly!30%!of!LSE.!These!changes!are!visible! in!Graph!IV.18!below!(where!Borse!Dubai!is!responsible!for!the!bulge!in!the!"strategic"! line!from!2008!onwards).! same! time,! Nasdaq! became! the! operator! of! DIFX,! an! offshore! exchange! !Dubai.!NASD!is!the!main!brokers'!lobby,!and!I!expect!that!its!attitude!to!Nasdaq,! a! market! it! has! created! and! dominated! for! three! decades! before! admitting! outside! shareholders,! is! more! reminiscent! of! a! mutualist! owner! than! a! value! maximizing! investor.!Thus!I!have!created!three!dummy!variables!in!order!to!gauge!whether!one!type! of!strategic!shareholder!behaves!differently!from!another.!! Dummy

  contradicts! earlier! literature,! which! usually! associates! high! freefloat! with! less! disciplining! of! managers!(and!therefore!less!debt,!which!is!a!widely!used!disciplining!tool!when!there! are!shareholders!powerful!enough!to!impose!it!on!managers).!! ! Table&IV.4& Effects&of&freefloat&on&Nasdaq&performance& ! Independent!variable:!freefloat.! Number!of!observations:!10.!

  !and!financial!performance!measures!(10!out!of!17)!are!positively! correlated! to! the! presence! of! IMs,! as! can! be! seen! in! Table! IV.5! below.! This! provides! a! strong!indication!that!these!investors!are!above!all!value!maximizers,!as!often!shown!in! prior!literature.! !!

  as!a!risk!than!as!a!useful!disciplining!tool!for!managers.! effect! of! brokers! as! shareholders! on! the! performance! of! the! exchange!is!not!relevant!in!the!case!of!Nasdaq.!As!explained!in!the!introduction!to!this! section,!brokers!in!this!case!are!grouped!under!the!banner!of!the!NASD,!which!presents! itself! as! a! strategic! shareholder.! Therefore,! in! order! to! understand! the! effect! that! brokers!have!on!the!performance!of!the!exchange,!I!have!to!compare!their!influence!to! that!of!other!strategic!shareholders,!notably!Borse!Dubai.! by! OLS! regression! shows! that! strategic! shareholders! are! on! balance!detrimental!to!performance.!This!is!the!case!for!9!of!the!17!variables!tested,!as! shown!in!Table!IV.6!below.:!strategic.! ! Variable& The! results! show! that! ownership! by! the! NASD! is! the! main! factor! affecting! shareholder!value,!in!line!with!the!expectation!that!brokers!in!numbers!large!enough!to! wield! influence! will! seek! value! through! means! that! are! not! in! the! interest! of! all! shareholders.! For! a! given! rise! in! the! proportion! of! strategic! investors,! the! share! price! falls! almost! twice! as! much! when! these! investors! are! NASD! members.! In! terms! of! productivity,! NASD! members! have! almost! three! times! more! negative! influence! than! Borse!Dubai.!In!the!case!of!operating!profit!margin,!the!passive!strategic!investor!(Borse!Dubai)!is!actually!beneficial!when!it!has!a!sizeable!stake,!while!the!NASD!is!detrimental.!of!Nasdaq!shows!very!significant!results!on!all!fronts.!A!large!number!of! variables! corroborate! the! expectation! that! share! dispersion! is! detrimental! to! shareholder! value! creation,! that! IMs! increase! value! for! all! shareholders,! and! that! strategic! investors! on! balance! have! a! nefarious! influence,! in! particular! those! with! interests! that! conflict! with! those! of! pure! financial! investors.! If! one! considers! that! the! NASD!as!a!shareholder!behaves!more!like!a!group!of!brokers!than!a!strategic!investor,! then! the! results! of! this! section! can! be! considered! as! corroborating! my! hypothesis! (discussed! in! the! introduction! of! this! chapter)! that! brokers! as! shareholders! destroy! value!for!other!investors.! to! persuade! its! mutualist! owners! in! 1999! to! move! to! a! for=profit! corporate! organization,! the! NYSE's! management! had! to! wait! until! 2005,! when! the! chance!of!back=door!demutualization!surfaced!in!the!form!of!a!merger!with!Archipelago,! a! listed,! fast=growing! electronic! venue! operating! out! of! Chicago! and! rapidly! stealing! market! share! from! the! NYSE! (this! episode! is! described! in! more! detail! in! Part! II).!The! entity! that! was! listed! between! 2005! and! 2007! was! NYSE! Group,! formed! of! NYSE! and! Archipelago.!This!reverse!listing!(NYSE!merging!with!a!company!that!was!already!listed)! means! that! brokers! were! never! dominant! shareholders,! as! they! would! have! been! if! NYSE! had! gone! through! an! IPO,! with! members! receiving! new! shares! in! exchange! for! their! previous! seats! (the! right! to! access! the! floor! and! trade! on! it).! The! breakdown! of! shareholdings!in!NYSE!can!be!seen!in!Graph!IV.19!below.! The! second! significant! change! in! the! group's! structure! was! the! merger! with! Euronext,!operator!of!the!Paris,!Amsterdam,!Brussels!and!Lisbon!stock!markets,!and!the! Liffe! derivatives! exchange! in! London.! The! following! analysis! focuses! primarily! on! the! enlarged! NYSE! Euronext! Group,! although! I! examine! some! significant! aspects! of! the! merger!itself!and!events!immediately!surrounding!it.! ! Share!price!and!market!capitalization.! It!is!interesting!to!note!that!NYSE!Group's!share!price!peaked!in!2006,!after!the! announcement!of!the!merger!with!Euronext!but!before!the!merger!became!effective.!The! market! capitalization! peaked! a! year! later,! in! 2007,! mainly! because! of! the! new! shares! created!to!pay!for!the!merger!(Euronext!shareholders!who!accepted!the!offer!received!a! mix!of!cash!and!NYSE!shares).!Although!sales!of!the!combined!NYSE!Euronext!continued! to! grow! in! 2008,! the! share! price! reacted! negatively.! Unfortunately! 2008,! the! first! full! year!with!Mifid!in!operation,!coincided!with!the!global!financial!crisis.!The!upshot!is!that! it!is!difficult!to!distinguish!whether!bad!performance!in!that!year!was!due!to!one!factor! or!the!other.! ! 149! Although! annual! sales! stagnated! or! fell! from! 2008! onwards,! productivity! rose! sharply!after!a!major!restructuring!in!2009,!which!involved!laying!off!more!than!50%!of! employees!in!Paris,!the!group's!European!headquarters.!Net!income!also!rose!in!2009,! but!the!share!price!fell.!Sales,!productivity,!net!income!and!the!share!price!all!stagnated! in!2010!and!2011.!The!sharp!rise!in!annual!Sales!in!2007!was!mainly!the!result!of!the! new,!larger,!consolidation!perimeter!of!NYSE!Euronext.!shift!in!NYSE's!shareholding!structure!in!2005!is!worth!explaining,!even! though! it! will! not! be! included! in! the! following! analysis! (which! relies! on! year=end! data).! Briefly! in! 2005! IM! investors'! combined! stake! rose! from! just! under! 50%! to! more!than!80%.!The!bulk!of!this!spike!is!accounted!for!by!three!investors:!Gandhara! Capital!Management,!which!held!a!5%!stake;!Atticus!Capital,!with!12%;!and!Horizon! Kinetics!with! 16.75%.! Gandhara,!now!extinct,!was!a! hedge! fund!set!up!by!a! former! high! flyer! of! Goldman! Sachs's! arbitrage! desk.! Horizon! Kinetics,! a! stock=picking! specialist,! describes! itself! as! "contrarian".! Atticus,! the! investment! vehicle! of! Nathaniel! Rothschild,! was! at! the! time! an! activist! manager! in! the! exchange! sector.! Atticus! was! then! simultaneously! a!2%!shareholder! in! Deutsche! Boerse,! and!helped! scupper!the!German!exchange's!hostile!bid!for!the!LSE!(this!role!is!explored!in!more! detail!below).!Atticus!also!owned!around!3%!of!Euronext!and!later!played!an!active! part! in! getting! the! NYSE/Euronext! merger! to! succeed.! Atticus's! accumulation! of! stock! (from! 3%! to! 12%)! in! 2005! coincided! with! rumors! that! Euronext! was! preparing!a!counterbid!amidst!Deutsche!Boerse's!and!Macquarie's!competing!offers! for!LSE!(see!Part!II,!"Overview!of!Exchanges".! (and! later! NYSE! Euronext)! shares! are! widely! dispersed! throughout! the! period! under! study! (freefloat! of! between! 30%! and! 40%),! there! are! no! indications! that! any! performance! variables! are! correlated! (positively! or! negatively),! with!the!proportion!of!widely!held!shares.! measuring! productivity! are! correlated! with! IM! shareholdings.! As! expected! under! the! assumption! that! IMs! are! rational! value! maximizers,! their! concentration!is!positively!correlated!with!sales!per!employee,!and!operating!expenses! are!negatively!correlated!(see!Table!IV.8!below).! ! (sales! per! employee)! clearly! corroborates! the! expectation! that! brokers! are! associated! with! lower! productivity! (see! Table! IV.9! below).! The! negative! correlation!with!the!dividend!yield!can!be!explained!by!the!fact!that!cash!dividend!levels! were!maintained!as!the!share!price!fell.!are!significantly!correlated!with!the!level!of!strategic!shareholding.! ! ! A! slightly! different! picture! emerges! when! looking! at! data! from! 2006! to! 2011.! Although! reducing! the! sample! size! affects! the! (already! low)! robustness! of! the! results,! this!cropped!picture!nonetheless!deserves!attention.!Excluding!pre=2006!data!offers!two! benefits:! it! removes! the! specific! situation! described! in! the! box! above! ("Pre=merger! shareholder! maneuvers")! and! the! distortions! associated! with! this! pre=merger! ! 152! speculation;! and! also! focuses! the! study! on! a! homogeneous! group,! the! merged! entity! consolidating! Euronext! into! the! perimeter! of! NYSE.! I! have! not! conducted! any! regressions,! as! this! would! be! meaningless! with! only! six! observations! in! each! sample.! The!graphs!below!speak!for!themselves.!! The! two! lowest! levels! of! freefloat! are! associated! with! the! highest! dividend! payout.!High!freefloat!is!also!associated!with!lower!productivity,!as!sales!per!employee! are!also!highest!when!freefloat!is!lowest!(see!Graphs!IV.20!and!IV.21!below).! ! In!the!case!of!NYSE!Euronext,!strategic!shareholders!consist!mainly!of!managers! and!employees,!a!situation!that!could!increase!the!risk!of!entrenchment.!Again,!there!are! insufficient!data!to!conduct!serious!quantitative!analysis,!but!indications!can!be!seen!in! the!graphs!below.!Looking!at!Graphs!IV.22,!IV.23!and!IV.24!together,!the!share!price!is! positively! linked! to! strategic! holdings,! in! contrast! with! net! income! and! dividend! per! share.! It! is! worthy! of! note! that,! as! managers! and! directors! increase! their! holdings! of! shares,!the!company's!financial!results!decline,!but!the!share!price,!paradoxically,!seems! to! hold! up.! A! possible! explanation! for! this! anomaly! is! that! employee! shareholders! and! managers!(the!vast!majority!of!strategic!shareholders!at!NYSE!Euronext)!have!the!ability! to!influence!the!share!price!in!the!short!term,!for!example!around!the!vesting!periods!of! their!share!options!or!the!end!of!lock=up!periods!for!performance=related!shares.! ! at! operating! performance! indicators! also! shows! trends! that! can! be! associated! with! entrenched! managers,! relatively! immune! to! shareholder! pressure.! Graphs! IV.25! and! IV.26! below! show! that! both! total! sales! and! sales! per! employee! are! lowest!when!strategic!shareholdings!are!highest.! of! its! shortcomings! in! terms! of! data! robustness,! this! case! study! corroborates! some! hypotheses! derived! from! agency! theory,! especially! with! regard! to! (potentially)! entrenched! manager/shareholders,! and! the! struggle! between! value= maximizing!IMs!and!other!stakeholders!with!conflicting!agendas.!Outcomes!predicted!by! other!theories,!such!as!the!study!of!ownership!fragmentation!or!concentration,!are!also! confirmed.!! A! look! at! the! evolution! of! shareholdings! shows! that! brokers,! who! were! well! placed!to!anticipate!(or!precipitate)!the!migration!of!business!away!from!the!exchange,! gradually!sold!out!of!NYSE!Euronext!as!competition!was!introduced!to!the!sector!post=Mifid! and! they! gained! the! ability! to! execute! their! business! on! other! platforms,! which! they!often!also!owned.!But!while!they!remained!shareholders,!the!higher!their!combined! stake!the!lower!the!exchange's!performance!on!almost!all!measures:!sales,!productivity,! net!income!and!dividends!per!share!were!all!lower!when!brokers'!shareholdings!were! higher.! Financial!literature,!notably![START_REF] Holderness | !A!survey!of!blockholders!and!corporate!control[END_REF],!predicts!that!high!fragmentation! of!ownership!is!detrimental!to!corporate!performance.!Again,!this!is!verified!here.!High! freefloat!is!associated!with!lower!sales,!productivity,!net!cash!flow!from!operations!and! operating! profit! margin.! The! theory! that! pure! financial! investors,! such! as! hedge! funds! and! pension! funds,! push! the! company! to! maximize! value! for! its! owners! is! also! Almost! every! measure! of! operating! and! financial! performance! is! higher! when!IM!investors!are!predominant.!! Finally,! the! data! hint! at! signs! of! management! entrenchment,! as! value! to! other! owners!is!minimized!when!the!stakes!of!strategic!shareholders!are!high.!This!indicates! that!strategic!shareholders!seem!to!have!ways!to!extract!value!without!sharing!it!with! other!investors!(for!example!through!dividends).!!One!surprising!finding!is!the!negative! correlation! between! the! share! price! and! other! financial! performance! measures,! when! strategic! shareholdings! are! at! their! highest! level.! In! short,! when! managers! have! their! biggest!exposure!to!the!company's!stock,!the!share!price!manages!to!remain!high!even! when! other! financial! data! point! to! deterioration.! These! indicators! are! indicative! of! entrenched!management.!Many!measures!of!financial!performance!tend!to!corroborate! the!view!that!strategic!investors,!in!this!case!managers,!are!acting!to!maximize!their!own! gains!rather!than!create!value!for!all!shareholders.!Unfortunately,!these!results!are!most! visible! in! a! small! sample,! and! therefore! impossible! to! generalize.! They! nonetheless! provide!food!for!thought.!is!a!particularly!interesting!case!in!this!sample!of!exchanges,!for! at!least!two!reasons.!Firstly,!it!was!set!up!early!on!(in!1992)!as!a!corporation,!owning!its! derivatives! exchange! and! central! securities! depository.! This! means! brokers! were! not! dominant! players! in! its! shareholding! structure.! Secondly,! in! spite! of! being! a! conglomerate! (with! the! most! diversified! portfolio! of! activities! of! any! exchange! operator),! Deutsche! Boerse! is! consistently! the! most! profitable! company! in! its! sector.! However,!this!has!not!shielded!it!from!the!general!decline!in!market!share!brought!on!by! Mifid!in!late!2007!and!the!ensuing!challenge!from!new!nimble!competitors!in!the!form!of! AVs.!! ! Share!price!movements.! Deutsche! Boerse's! share! price! is! barely! affected! by! strategic! events.! None! of! its! large=scale!operations!(attempted!takeover!of!LSE,!gaining!full!control!of!Clearstream!or! the! acquisition! of! ISE,! a! US! equity! options! exchange)! has! a! significant! impact! on! the! share! price.! However,! like! many! other! exchanges,! it! suffers! from! the! financial! crisis! in! 2008!(see!Graph!IV.27!below).!The!spike!in!the!share!price!in!2006=2007!also!coincides! with!hedge!fund!activism,!which!is!analyzed!in!a!separate!box!below.! only! has! two! types! of! shareholders! during! the! period! under! study:! investment! managers! and! freefloat! (widely! held! shares).! In! line! with! prior! literature! and! the! hypotheses! tested! above! in! this! section,! I! assume! that! institutional! investors!(investment!managers,!or!IMs)!are!rational!value!maximizers.!This!means!they! tend!to!push!for!lower!costs,!and!higher!sales,!margins!and!profits.! Wide! dispersion! of! shares,! as! many! scholars! have! shown! before,! is! associated! with!underperformance:!when!the!shares!are!predominantly!held!by!a!large!number!of! small! owners,! costs! tend! to! be! less! under! control.! No! outsider! is! powerful! enough! to! apply!pressure!on!management!to!increase!operating!performance,!so!financial!results! end!up!suffering.!three!distinct!periods!in!terms!of!shareholding!distribution!at!Deutsche! Boerse.! From! 2001! to! 2006! the! shares! are! widely! dispersed! and! IMs! account! for! less! than!50%!of!shares!outstanding.!From!2006!onwards,!IMs!increase!their!holdings!up!to! a! peak! of! more! than! 60%! in! 2007,! then! start! reducing! their! holdings! gradually! until! 2010,! when! the! shares! are! again! equally! distributed! between! small! holdings! and! financial!investors!(roughly!50%!each).!Hedge!funds!account!for!a!significant!part!of!the! rise!in!IM!holdings,!as!is!explained!in!the!separate!box!on!activism!below).!In!2011!IMs! drastically! reduce! their! holdings! to! below! 30%.! The! net! sellers! do! not! belong! to! any! particular! category! of! investors:! they! range! from!158!eurozone! funds! and! banks! (BNP! Paribas,!ING!or!Deutsche!Bank)!to!US!mutual!funds!(Fidelity,!Vanguard).!Activist!hedge! funds,! led! by! The! Children's! Investment! Fund! (TCI),! start! trimming! their! holdings! earlier,!after!a!peak!in!2008.! interesting! to! note! than! in! 2011,! the! year! when! IM! shareholding! collapsed,! Deutsche!Boerse!paid!a!one=off!special!dividend!of!€1!a!share,!in!addition!to!increasing! its! regular! dividend! to! €2.30.! This! means! shareholders! received! €3.30! per! share! in! 2011,!up!from!€2.10!in!each!of!the!previous!four!years.! ! Freefloat.! Wide! dispersion! of! shares! (or! high! freefloat)! is! associated! with! a! lower! share! price,! lower! operating! profit! margin! and! sales! per! employee.! Operating! costs! are! also! higher,!as!can!be!seen!in!

!

  Complementing! the! regressions! shown! above,! this! method! yields! some! interesting!additional!results,!notably!on!dividend!payout,!which!is!significantly!higher! (more!than!double)!when!IMs!own!an!outright!majority!of!the!shares.!This!finding!is!a! further!indication!that!IMs!seek!to!maximize!financial!value,!for!example!by!insisting!on! maintaining!the!nominal!level!of!the!dividend!even!when!profits!decline.! approaches! in! this! section! corroborate! my! hypotheses! on! the! relationship! between! shareholding! structure! and! corporate! performance.! Several! performance! measures! are! negatively! affected! by! high! freefloat,! while! the! disciplinary! effects! of! IMs! on! performance! are! confirmed.! The! role! of! activist! investors! deserves! special!attention,!and!is!the!subject!of!the!separate!focus!below.! business! community! was! stunned! in! 2005=2006! when! its! tradition! of! consensus=based! decision=making! was! shaken! by! shareholder! activism! at! Deutsche! Boerse!(DB).!The!Children's!Investment!Fund!(TCI),!a!London=based!activist!hedge!fund,! acquired!5.5%!of!DB!in!the!first!quarter!of!2005,!just!after!it!had!launched!a!hostile!bid! for! the! London! Stock! Exchange! (LSE)! at! the! end! of! 2004.! Chris! Hohn,! TCI's! manager,! actively!lobbied!to!replace!a!majority!of!DB's!supervisory!board!members,!including!the! CEO!Werner!Seifert,!and!advocated!breaking!up!DB!into!its!three!component!companies.! He!argued!that!Eurex,!DB's!derivatives!arm,!would!be!valued!at!25!times!earnings!on!a! standalone!basis,!compared!with!10!times!earnings!for!the!DB!conglomerate. !xcvi! !German!business!rallied!to!DB's!defense,!as!well!as!politicians.!It!was!during!this! period! that! Franz! Müntefering,! chairman! of! the! German! Social! Democratic! Party,! famously!described!alternative!investors!(hedge!funds!and!private!equity)!as!"locusts",! when!he!declared:!"Some!financial!investors!waste!no!thought!for!the!people!whose!jobs! they! destroy.! They! stay! anonymous,! have! no! face,! fall! upon! companies! like! locusts,! devour!them!and!move!on." xcvii ! Hohn! ultimately! rallied! holders! of! between! 55%! and! 60%! of! DB's! shares! to! his! crusade! against! DB's! bid! for! LSE.! The! rebels! around! TCI! comprised! mainly! US! and! UK! funds.!They!included!Atticus,!managed!by!activist!investor!Nathaniel!Rothschild;!Merrill! Lynch!(where!Hohn!had!worked!before!setting!up!TCI);!and!Fidelity!Investments,!one!of! the! US's! largest! institutional! investors! who! had! also! emerged! as! Euronext's! largest! investor!soon!after!its!IPO. xcviii !The!Atticus!fund!that!held!5%!of!DB!was!run!by!Timothy! Barakett,! Hohn's! classmate! at! Harvard! in! 1992=1993. xcix !Under! pressure! from! the! ! 162! activists,!Seifert!dropped!the!bid!for!LSE!in!March!2005,!and!resigned!two!months!later.! In!March!2006!Seifert!published!a!book!about!the!fight!with!TCI,!entitled!"Invasion!of!the! Locusts". !c! After! several! more! controversial! proxy! fights,! including! a! high! profile! attack! on! Japan! Tobacco! and! an! assault! on! US! railways! operator! CSX! Corp! that! landed! him! in! a! New! York! court ci ,! Hohn's! motivations! and! performance! started! to! be! questioned, cii ! including! by! some! of! TCI's! historical! investors.! Yale! University,! a! founding! investor,! pulled! out! its! $500! million! investment! in! March! 2006. ciii !Atticus's! role! was! also! controversial,! as! it! was! simultaneously! building! up! a! stake! in! Euronext,! amid! rumors! that!the!Paris=based!exchange!was!contemplating!a!counter=bid!on!LSE!(see!box!in!the! previous! section! on! Euronext).! The! German! financial! regulator! investigated! the! events! surrounding! the! failure! of! the! bid! for! LSE! and! the! ouster! of! Seifert! but! did! not! find! evidence!of!wrongdoing!to!justify!prosecution. !civ !! With!up!to!18.82%!of!DB's!equity!in!its!hands!(more!than!a!third!of!the!55%!of! outstanding!shares!held!by!all!IMs!together!at!the!end!of!2008)!TCI!undoubtedly!had!an! effect!on!the!results!of!Table!IV.11!and!Table!IV.12,!showing!the!positive!influence!of!IM! shareholders!on!performance.'s!shareholding!structure!since!its!IPO!in!2002!is!straightforward.! Investment!managers!gradually!took!over!from!small!investors,!gaining!outright! majority!(50%)!in!2004!and!controlling!between!60%!and!80%!ever!since!(see!Graph! IV.29!below).!The!CME's!strategic!shareholders!consist!mainly!of!former!members! (brokers),!but!their!combined!stake!is!insignificant.!Since!2010!the!CME!and!BM&F! Bovespa,!the!largest!Brazilian!exchange!operator,!have!held!strategic!cross! shareholdings!of!approximately!5%.! shareholdings! of! brokers! and! strategic! investors! are! negligible! throughout!the!period!under!study,!this!section!will!focus!on!testing!just!hypotheses!(1)! and!(2).! ! number! of! performance! indicators! (listed! in!

  !of!CME,!whose!shareholding!structure!fluctuates!between!tight!control! by! IMs! and! high! dispersion! of! shares,! further! corroborates! hypotheses! that! have! been! regularly!tested!before!through!the!filter!of!agency!theory:!that!when!financial!investors! are! in! control,! the! company! maximizes! wealth! creation;! and! when! shares! are! widely! dispersed,!costs!are!less!tightly!checked!and!wealth!creation!is!lower.!mix!at!ICE!is!typical!of!many!recently!floated!companies.!Shares! are!relatively!widely!dispersed!immediately!following!the!IPO.!In!the!years!that!follow,! IMs! build! stakes! as! the! company! becomes! established! and! its! strategy! is! better! understood.!By!2006,!the!year!after!the!IPO,!IMs!become!clearly!the!dominant!group!and! their!importance!continues!to!grow.!IMs!have!held!more!than!80%!of!the!shares!since! 2007!(see!Graph!IV.30!below)!worth!noting!that!although!ICE's!share!price!falls!in!2008!in!line!with!most! other!exchanges,!under!the!effects!of!the!global!financial!crisis,!in!this!case!it!rebounds! more!robustly!and!starts!rising!again!from!2009!onwards.!ICE's!shares!outperform!those! of! the! other! exchanges! examined! here,! as! can! be! seen! from! comparing! Graph! IV.31! below!with!the!share!price!graphs!reproduced!earlier!in!this!section.! assumptions,! derived! from! earlier! literature,! the! larger! the! freefloat,! the!less!productive!and!profitable!the!company.!This!expectation!is!verified!in!the!case! of! ICE.! OLS! analysis! (reproduced! in! Table! IV.15! below)! shows! that! two! financial! indicators!and!three!indicators!of!operating!performance!are!negatively!correlated!with! ! of! widely! held! shares.! It! should! be! kept! in! mind,! however,! that! the! number!of!observations!is!limited,!due!to!the!short!existence!of!ICE.

  many! variables,! with! one! notable! exception! (see! Table!IV.16!below).!The!negative!correlation!between!total!investment!return!and!IMs'! stake!is!explained!by!the!fact!that!IMs!raised!their!combined!stake!in!2008,!when!ICE's! share!price!was!hit,!along!with!those!of!other!exchanges,!by!the!financial!crisis.

  .!This!view!is!particularly!relevant!in!the!case!of!ICE,!where! Jeffrey! Sprecher,! the! founder! and! CEO! of! the! company,! is! by! far! the! largest! investor! throughout! the! period! under! study.! He! owned! personally! 4.22%! after! the! IPO! in! 2005! and! still! controlled! 2.24%! in! 2011,! way! more! than! any! other! person! or! institution.! It! would!be!logical!for!a!group!of!rational!value=maximizing!IMs,!controlling!80%!or!more! of!the!equity,!to!use!leverage!as!a!tool!to!check!a!powerful!founder!who!remains!at!the! helm!of!the!company!while!retaining!a!significant!shareholding.! of! brokers'! shareholding! in! ICE! are! mixed.! Of! all! the! types! of! shareholders,! brokers! are! the! only! ones! who! are! also! fee=paying! customers! of! the! exchange.! This! puts! them! in! an! awkward! position,! where! their! objective! to! maximize! value! for! their! own! shareholders! conflicts! with! their! other! objective! -! maximizing! the! performance!of!their!investment!in!the!exchange.!If!successful,!brokers'!lobbying!to!pay! lower! fees! to! the! exchange! ends! up! reducing! the! profitability! of! ICE.! However,! as! explained! in! Part! II,! ICE! has! sought! to! reduce! brokers'! conflicts! of! interest! by! creating! mutual=like! incentives,! whereby! active! brokers! who! bring! a! lot! of! business! to! the! exchange! receive! a! share! of! its! profits.! The! first! three! variables! listed! in! Table! IV.17! below! seem! to! reflect! the! effects! of! these! incentives,! because! brokers'! holdings! are! positively!correlated!with!financial!performance!variables.!The!negative!correlations!in! the!last!two!variables!seem!to!indicate!that!brokers!nonetheless!continue!to!face!some! conflicts,!and!weigh!negatively!on!some!aspects!of!ICE's!performance.

  data!show!some!very!strong!positive!correlations!between!strategic!holdings! and!corporate!performance.!This!indicates!that!strategic!shareholders!in!the!case!of!ICE! are!value!maximizers.!This!is!consistent!with!the!fact!that!Jeffrey!Sprecher,!the!founder,! is! the! largest! strategic! shareholder! and! that! he! is! gradually! reducing! his! stake.! It! is! rational! to! show! the! best! possible! performance! when! a! company! is! seeking! to! attract! new! outside! shareholders.! The! correlation! between! total! investment! return! and! ! 171! strategic! stakes! is! explained! by! the! fact! that! Sprecher! was! reducing! his! stake! as! the! share!price!fell!in!2008.!of!six!exchanges'!shareholding!structures!yields!some!very! interesting! results.! Two! widely! held! (and! often! verified)! views! -! that! dispersed! share! ownership! destroys! shareholder! value! and! that! investment! managers! lead! to! greater! value! creation! -! are! clearly! shown! in! every! case! studied! here.! In! cases! where! brokers! are!present!in!sufficiently!large!numbers,!there!are!signs!that!their!concentration!affects! corporate! performance! negatively.! However,! this! latter! finding! is! tempered! in! some! cases!by!the!effects!of!a!profit=sharing!scheme!that!ICE!has!put!in!place!in!order!to!entice! brokers! to! bring! business! to! the! exchange! (this! rare! example,! of! a! listed! company! adopting!the!practices!of!a!mutual,!is!discussed!again!in!Part!VI).! ! The! most! interesting! results! in! this! chapter! emerge! from!examining! strategic! shareholdings.! Reflecting! the! fact! that! strategic! investors! have! various! agendas,! their! presence! can! lead! in! turns! to! the! adverse! performance! associated! with! management! entrenchment,!value!destruction!or!just!increased!uncertainty!for!other!investors.!In!one! clear! case! where! the! dominant! strategic! investor! is! an! empire=building! founder,! his! presence!is!associated!with!significant!value!creation.! Three! special! cases,! which! I! have! highlighted! in! separate! boxes,! shine! the! spotlight! on! maneuverings! by! some! groups! of! stakeholders,! resulting! in! unpredictable! outcomes! for! powerless! minority! shareholders.! In! two! cases,! Euronext! and! LSE,! the! plotting! and! scheming! occur! behind! the! scenes,! increasing! uncertainty! for! other! shareholders.! In! one! case,! Deutsche! Boerse,! the! public! proxy! fight! clearly! ends! up! creating!value!for!all!shareholders,!at!least!in!the!short!term.!! Finally,! although! I! have! not! explored! this! stochastically,! it! is! interesting! to! note! that!the!results!are!much!clearer!in!the!cases!of!US=listed!exchanges!(Nasdaq,!ICE,!CME).! This! observation! could! have! implications! for! the! debate! on! market! efficiency,! which! is! still!ongoing!but!has!been!very!widely!debated,!including!by!(Fama!(1991),!Malkiel!and! Fama! (1970!)),! among! many! others,! and! neatly! summed! up! in! Dimson! and! Mussavian! ! 172! (1998);! it! could! also! contribute! to! the! ongoing! debate! about! common! vs.! civil! law! (LLSV),!and!add!fuel!to!the!discussions!shaping!the!varieties!of!capitalism!school.noun):!something!(as!a!drug!or!method)! !that!enhances!the!effectiveness!! of!medical!treatment.!2007!was!a!watershed!for!the!exchange!industry,!and!more!specifically! equity! markets.! Both! in! the! US! and! EU! regulations! promoting! competition! between! exchanges! and! rival! trading! platforms! were! introduced! almost! simultaneously.! In! essence,! the! SEC's! Regulation! National! Market! System! (Reg! NMS)! and! the! European! Union's! Markets! in! Financial! Instruments! Directive! (Mifid)! both! state! that! participants! in!the!financial!markets!(asset!managers,!brokers!and!final!investors)!must!have!equal! access! to! all! venues! offering! equity! trading! services,! be! they! exchanges! or! some! other! type!of!set=up.!The!rules!require!that!brokers!compare!prices!on!several!platforms!and! ensure! that! each! order! is! executed! on! the! venue! offering! the! best! conditions.! Best! execution! does! not! necessarily! mean! the! best! price! available,! but! could! consist! of! a! combination!of!factors,!such!as!ease!or!speed!of!execution,!liquidity,!market!depth,!etc.! Finally,! both! regulations! create! a! post=trade! transparency! obligation,! in! the! form! of! a! consolidated! audit! trail.! In! short,! this! means! that! the! public! must! have! access! to! a! database! recapitulating! all! trades! executed! during! any! given! period,! the! time! and! location!of!their!execution,!size,!price,!etc.!This!requirement!aims!to!give!final!customers! the!means!to!verify!that!their!orders!were!indeed!given!best!execution.!The!finer!details! of! Mifid! and! Reg! NMS! contain! provisions! to! ensure! a! level! playing! field,! i.e.! an! environment!where!opportunities!for!unfair!competition!are!reduced!to!a!minimum!or! eliminated! (this! is! described! in! more! detail! in! Part! II).! In! the! US,! where! off=exchange! trading!was!prevalent!even!before!Reg!NMS,!the!effects!of!the!new!rules!were!relatively! milder!than!for!European!exchanges.! growth! rates,! and! unless! the! former! monopolies! react! strongly,! it! is! only!a!matter!of!a!few!years!before!a!clear!majority!of!all!equity!trading!moves!to!venues! that!did!not!even!exist!five!years!ago.!Although!there!is!no!official!consolidated!tally!of! off=exchange! total! trading! (notably! because! of! the! anonimity! of! trades! on! dark! pools),! the! authors! of! one! study,! with! access! to! non=public! data! from! industry! participants,! estimate! that! more! than! 50%! of! trading! volumes! was! already! taking! place! on! AVs! (alternative!venues,!including!MTFs,!dark!pools!and!other

  types! of! exchanges:! those! fully! exposed! to! Mifid! and! Reg! NMS! (pure! equity! exchanges,! whose! entire! range! of! products! and! services! is! opened! up! to! competition),! and!those!partly!exposed!(diversified!exchanges,!offering!both!cash!equity!trading!and! derivatives! trading,! the! latter! being! unaffected! by! the! new! legislation).! The! first! group! (pure! equity)! consists! of! Nasdaq! OMX! and! the! London! Stock! Exchange;! the! second! (diversified)! comprises! Deutsche! Boerse! and! NYSE! Euronext.! The! sample! size! is! relatively!small,!consisting!of!four!exchange!operators.!To!start!with,!the!companies!had! to!be!listed!and!to!publish!detailed!financial!accounts.!Then,!they!also!had!to!be!active!in! the!two!regions!that!witnessed!regulatory!changes!with!strong!effects!on!equity!trading:! the! US! and! the! EU.! I! also! had! to! have! equal! numbers! of! pure! players! (cash! equity! markets)! and! diversified! conglomerates! (cash! and! derivatives),! and! if! possible! of! equivalent!sizes.!Only!four!groups!fulfill!all!these!requirements:!Deutsche!Boerse,!NYSE! Euronext,! London! Stock! Exchange! and! Nasdaq.! The! first! two! are! conglomerates,! whereas! the! latter! two! are! pure! equity! exchanges.! The! detailed! criteria! of! the! data! selection!are!exposed!in!Part!I,!and!the!description!of!the!exchanges'!activities!in!Part!II.! I!use!two!main!statistical!tools:!mean!comparisons!and!difference=in=differences.! The!t=test!(mean!comparisons)!aims!to!detect!whether!there!is!a!significant!difference,! for! a! given! variable,! between! its! average! value! before! and! after! the! event! (regulatory! change).! In! this! case,! I! compare! several! performance! variables,! using! the! mean! of! the! four! years! preceding! the! change! (2004=2007)! with! the! four! years! following! it! (2008= 2011).! ! 188! average!lower!in!2008=2011!than!in!2004=2007,!the!fall!is!not!statistically!significant,!as! can! be! seen! in! the! tables! in! Appendix! V.! Therefore! the! share! price! is! not! one! of! the! variables!I!use!to!verify!my!hypotheses!about!performance!deterioration!following!the! implementation!of!Mifid!and!Reg!NMS.! markets! are! most! affected.! This! group! consists! of! exchanges! whose! main!activity!consists!of!cash!equity!listing!and!trading.!This!is!the!specific!sector!that! Mifid! targeted.! The! performance! of! pure! equity! exchanges! post=Mifid! is! significantly! inferior!to!performance!pre=Mifid.!Both!Nasdaq!and!LSE!are!primarily!equity!exchanges,! whose!main!business!takes!place!in!the!EU!and!US.!Nasdaq!operates!stock!exchanges!in! the!US!and!Nordic!EU!countries.!LSE!is!the!main!stock!exchange!in!the!UK.!The!second! group!is!also!affected,!but!less!so!than!the!pure!equity!players.!It!is!made!up!of!exchange! conglomerates! offering! cash! and! derivatives! trading.! NYSE! Euronext! operates! cash! equity!markets!in!the!US,!France,!the!Netherlands,!Belgium!and!Portugal,!as!well!as!Liffe,! a! derivatives! exchange! present! in! all! these! countries! except! the! US.! Deutsche! Boerse! operates! the! main! German! equity! market,! and! Eurex,! by! some! measures! the! world's! largest!organized!derivatives!market.! Since!Mifid!does!not!change!the!competitive!environment!of!derivatives!trading,! only!some!parts!of!the!activities!of!diversified!companies!are!affected!(Liffe!and!Eurex! are!not!concerned!by!Mifid).!These!companies! are! likely! to! see! their! cash! equities! business!take!a!hit!from!the!regulatory!changes,!but!the!performance!of!their!derivatives! arm!is!equivalent!or!superior!to!what!it!was!before!the!legal!changes.! In!sum,!I!test!three!main!hypotheses:!(1)!diversified!exchanges!are!adversely!hit! by!the!implementation!of!Mifid!and!Reg!NMS;!(2)!pure!equity!markets!are!adversely!hit! by!the!implementation!of!Mifid!and!Reg!NMS;!(3)!pure!equity!players!suffer!more!than! diversified!exchanges!from!the!implementation!of!Mifid!and!Reg!NMS.! I! also! test! a! secondary! hypothesis:! (4)! that! informed! shareholders! react! to! the! expected! adverse! effects! of! regulation! and! reduce! their! holdings! in! the! exchanges! that! are!affected.!Formalizing!these!propositions,!I!have:! ! 189! • Hypothesis! 1:! mean! performance! indicators! in! the! years! 2004=2007! are! higher! than!mean!performance!indicators!in!2008=2011!for!pure!equity!exchanges.! • Hypothesis! 2:! mean! performance! indicators! in! the! years! 2004=2007! are! higher! than!mean!performance!indicators!in!2008=2011!for!diversified!exchanges.! • Hypothesis!3:!the!difference!in!mean!indicators!before!and!after!the!rule!changes! is!larger!for!equity!markets!than!for!diversified!exchanges.! • Hypothesis!4:!mean!IM!and!broker!shareholdings!in!2004=2007!are!higher!than! mean!IM!and!broker!shareholdings!in!2008=2011.

  !ratio!reflects!the!safety!of!a!company's!short=term!financial!situation!-! its!ability!to!pay!short=term!liabilities!out!of!available!liquid!assets.!A!quick!ratio!of!less! than!1!means!a!company!does!not!have!enough!cash!and!liquid!assets!to!cover!all!short= term! liabilities! if! these! were! to! be! called! by! the! creditors.! The! mean! quick! ratio! was! above!one!for!both!groups!of!exchanges!in!the!period!2004=2007!and!fell!to!less!than!1! in! the! period! 2008=2011,! as! can! be! seen! in! Graphs! V.6! and! V.7! below.! In! short,! both! exchange!types!became!less!financially!solid!in!the!period!post=Mifid!and!Reg!NMS!than! they!were!in!the!previous!four!years.! ! Also,!the!average!liquidity!ratio!for!pure!players!fell!much!more!than!the!average! liquidity!ratio!of!diversified!exchanges,!as!can!be!seen!in!the!graphs,!as!well!as!in!Table!V.2! above.! This! means! the! liquidity! position! of! pure! players! suffered! much! more! than! that!of!the!diversified!firms.

  !returns!plunge.! Investment! returns! were! negative! in! three! of! the! four! years! to! 2011! for! NYSE! Euronext!and!Deutsche!Boerse,!and!in!two!of!the!four!years!for!LSE!and!Nasdaq!OMX.!In! contrast,!LSE!had!four!consecutive!years!of!positive!returns!in!2004=2007,!and!Nasdaq! had! only! one! year! of! negative! returns! (2006).! Similarly,! Deutsche! Boerse! showed! positive!returns!every!year!from!2004!to!2007.!In!sum,!all!the!exchanges!in!the!sample! had!largely!positive!returns!in!the!years!before!the!regulatory!changes,!and!mixed!(but! largely!negative)!returns!in!the!following!four!years,!as!Graphs!V.8!and!V.9!below!clearlythe! diversified! exchanges! seemed! to! temper! the! fall! better! than! the! pure! players!(see!Table!V.2!above)

  !exchanges!in!the!sample!have!managed!to!maintain!some!revenue!growth,! as!can!be!seen!in!Graphs!V.12!and!V.13!below.!! ! However,!a!detailed!look!at!the!breakdown!in!their!revenues!confirms!that!equity! trading,!the!activity!most!directly!affected!by!the!regulatory!changes,!took!a!bad!hit.!Cash! trading! at! Deutsche! Boerse! fell! from! €435! million! in! 2007! to! €275! million! in! 2011.! Considering! that! transaction! numbers! did! not! fall,! as! explained! in! the! Methodology! section!above,!this!indicates!that!exchanges!are!likely!to!have!resorted!to!fee!rebates!in! order! to! fend! off! the! competition.! Also,! at! group! level,! this! fall! was! offset! by! an! equivalent! rise! in! revenues! from! derivatives! trading,! which! reached! €946! million! in! 2011,!up!from!€714!million!in!2007,!and!to!a!lesser!extent!sales!of!market!data,!€236! million,!up!from!€168!million. cx ! cxi ! A! similar! picture! emerges! at! LSE.! Although! cash! trading! revenues! managed! a! modest! rise,! from! £227! million! in! 2007! to! £282! million! in! 2011,! this! includes! the! acquisition!in!2009!of!Turquoise.!In!effect,!LSE!compensated!its!loss!of!market!share!to! AVs! by! acquiring! one! and! consolidating! its! revenues! with! those! of! the! main! exchange.! LSE!also!managed!to!boost!its!revenues!from!information!services,!to!£185!million!from! £106! million,! and! added! a! new! revenue! stream! in! the! form! of! sales! of! technology! which! achieved! sales! of! £49! million! in! 2011,! and! were! nonexistent! (or! negligible)!in!2007. cxii ! cxiii ! Future!top=line!growth!at!LSE!is!expected!to!come!mainly!from!new!businesses,! as! well! as! from! its! off=exchange! equity! trading.! In! 2012,! for! example,! LSE! reported! substantial!sales!of!information!technology!services!to!several!exchanges,!including!the! London! Metals! Exchange,! and! the! acquisition! of! LCH! Clearnet,! the! London=based! clearing!house. cxiv !LSE!is!also!trying!to!expand!into!derivatives!trading,!albeit!from!a!very! low! base.! Such! a! strategy! of! diversification! is! vindicated! by! the! earlier! results! in! this! article,!with!the!diversified!exchanges!showing!stronger!average!sales!growth!than!the!the!hypothesis!that!informed!shareholders!would!anticipate!the!effects!of! regulatory!change!and!adapt!their!investment!strategy!accordingly:!i.e.!they!would!sell! out! of! exchanges! that! are! expected! to! suffer! and! invest! instead! in! exchanges! that! are! unaffected!(or!in!other!industries).!Shareholder!types!are!described!in!detail!in!earlier! sections! of! this! dissertation.! By! definition,! the! owners! of! widely! held! shares! (or! freefloat)! cannot! be! considered! informed,! since! they! are! either! small! investors! or! professional! investors! who! trade! in! and! out! of! their! positions! opportunistically.! Similarly,!I!do!not!expect!strategic!investors!to!sell!out!ahead!of!an!expected!period!of! turbulence!because!their!motivations!for!holding!the!shares!are!not!based!on!financial! performance! alone.! The! remaining! investors! who! can! be! considered! informed! are! brokers! and! investment! managers.! The! most! significant! result! I! find! is! that! brokers! massively!sell!out!of!diversified!exchanges,!as!illustrated!in!Graph!V.14!below.

  to! the! dividend! policies! of! other! firms! in! the! sample.! However,! it! is! interesting! to! examine!the!dividend!policy!when!there!is!one.!For!those!firms!that!did!pay!dividends,! the! dividend! yield! rose! as! a! result! of! the! fall! in! the! share! price,! as! they! strived! to! maintain!a!constant!cash!dividend!in!the!face!of!falling!profits.! Reluctance! to! cut! the! dividend! even! when! justified! by! a! fall! in! income! (or! "dividend! smoothing")! is! a! well=documented! attitude,! notably! in! signaling! theory! literature,!including!by[START_REF] Black | !The!Dividend!Puzzle,!The![END_REF]!and[START_REF] Shao | !Is!National!Culture!a!Missing! Piece!of!the!Dividend!Puzzle?![END_REF].! As!exchanges!maintain!the!level!of!their!cash!dividend,!while!their!profits!fall,!the! percentage!of!profits!paid!out!as!dividend!shoots!up.!While!they!paid!less!than!a!quarter! of!their!net!profit!in!dividend!in!2007,!this!proportion!rose!to!more!than!60%!in!2011.!In! effect,!this!is!a!sign!that!the!exchanges!are!behaving!as!cash!cows!in!strategy!parlance:! with!little!or!no!growth!prospects,!they!invest!less!and!instead!distribute!their!cash!back! to! shareholders! in! the! form! of! dividends.! And! this! trend! is! self=reinforcing.! As! they! invest!little,!future!profitability!prospects!shrink,!leaving!even!less!to!distribute.! advances! and! deregulation! constantly! changing! the! competitive! landscape,! the! operating! environment! has! changed! dramatically! over! the! ! 201! the! European! Commission,! which! issued! the! Mifid! directive! back! in! 2006,! is! now! conducting!a!Europe=wide!consultation!with!the!aim!of!legislating!again,!in!the!form!of!a! Mifid!revision.!Early!drafts!of!the!text!contain!numerous!provisions!to!place!restrictions! on! the! new! players! (the! EC! calls! this! the! "level! playing! field").! In! effect,! it! aims! to! put! some!restrictions!on!AVs'!ability!to!compete.! Alarm! bells! were! sounded! in! April! 2014! after! the! publication! of! a! book! by! Michael! Lewis,! in! which! he! claims! that! the! fragmentation! of! orders! has! created! opportunities! for! front=running! investors'! trades. cxv !In! a! review! of! the! book,! The! Economist! newspaper! explains! how! this! situation! is! a! consequence! of! the! regulations! (Mifid! and! Reg! NMS)! stipulating! that! brokers! must! compare! prices! across! platforms! before! executing! an! order! at! the! best! conditions! available:! "When! an! investor! presses! the! button! to! deal,! that! signal! is! sent! to! a! broker! or! bank,! who! in! turn! is! supposed! to! search! the! many! different! stock! exchanges! for! the! best! price.! But! because! of! the! time! taken!for!trading!signals!to!be!sent!down!the!wire,!those!orders!arrive!at!different!stock! exchanges!at!separate!times.!The!HFTs!were!sitting!in!wait,!and!used!their!advantage!to! exploit!the!time!differences." cxvi ! The! snowballing! controversy! following! the! publication! of! Lewis's! book! will! no! doubt!fuel!the!debate.! on! demutualization! of! exchanges! shows! contrasting! results.! While!Morsy!and!Rwegasira!(2010)!find!that!demutualization!and!public!listing!improve! exchanges'!performance,!Serifsoy!(2008)!shows!that!demutualization!alone!brings!most! of! the! benefits,! and! that! an! IPO! does! not! add! any! significant! value! after! that.! This! is! where! I! believe! that! examining! shareholder! identities! can! help! to! clarify! why! some! exchanges!perform!better!than!others!even!under!very!similar!governance!structures.! There!are!many!reasons!why!exchanges!are!a!particularly!interesting!industry!to! study! from! the! governance! angle,! especially! at! this! point! in! their! evolution,! and! the! following!characteristics!are!prominent!among!them:! • First,!all!the!main!players!changed!their!governance!regime!(from!mutual!to!listed!firm)! over!a!relatively!short!timespan.! • Second,!many!of!them!retain!their!former!stakeholders!amidst!their!new!shareholding!in! sufficiently!large!numbers!to!influence!management!and!corporate!strategy.! • Third,! the! concentration! process! is! far! from! over,! so! exchanges! may! have! to! continue! living!with!cumbersome!shareholders!(such!as!direct!competitors)!for!years!to!come.! • Fourth,! the! two! main! drivers! of! change! in! the! sector! (regulatory! change! and! technological!advances)!are!still!evolving!rapidly.! ! The! upshot! is! that! in! their! new! environment! and! under! their! modified! corporate! structures,!exchanges!have!not!yet!moved!fully!to!the!mainstream!corporate!landscape.! In!order!to!succeed,!they!must!constantly!juggle!between!the!typical!value=maximizing! goals!of!their!new!shareholders!and!the!stakeholder=type!behavior!that!motivates!their! old!constituency!to!remain!on!board.! It!will!be!interesting!to!try!to!generalize!the!findings!of!this!research,!by!testing!the! methodology! in! other! environments.! Further! research! could! include! applying! this! approach!to!the!demutualized!sector!at!large.!Several!industries!come!to!mind:!insurers,! which! had! their! own! waves! of! demutualization;! and! banks,! some! of! which! have! been! completely! demutualized! (British! building! societies! in! the! 1990s);! others,! such! as! the! French!cooperative!banks,!floated!shares!of!an!entity!that!remains!mutually!owned.!Both! the!insurance!and!banking!sectors!consist!of!larger!samples,!and!have!longer!histories! (as!listed!entities)!than!the!exchanges.!This!offers!a!chance!to!get!more!robust!statistical! results! to! corroborate! the! findings! detailed! in! this! dissertation.! By! studying! longer! ! Sutherland!Asbill!&!Brennan!LLP.! ! Arguments!like!these!give!ammunition!to!those!in!favor!of!entrusting!regulation! to!government=backed!authorities.!Their!case!revolves!around!two!main!issues:!(i)!the! conflicts!of!interest!inherent!in!a!situation!where!the!regulated!entity!is!a!client!of!the! regulator;! (ii)! the! fact! that! the! powers! of! a! private! sector! regulator! are! by! definition! more! limited! than! those! of! a! government! entity.! Point! (i)! has! been! addressed! in! the! literature! review! of! Part! III! (notably! the! section! on! the! SEC's! 2005! request! for! comments).! The! conflicts! of! interest! faced! by! self=regulatory! organizations! were! illustrated!again!in!2013,!when!the!SEC!fined!the!Chicago!Board!Options!Exchange,!one! of!the!largest!derivatives!exchanges!in!the!US,!$6!million!for!"systematic!breakdowns!in! its! regulatory! functions". cxx !Point! (ii)! above! also! raises! other! complex! issues.! Finra,! for! P R AC T I C A L C O M P L I A N C E & R I S K M A N AG E M E N T F O R T H E S E C U R I T I E S I N D U S T RY • M AY-J U N E 2 0 1 1 41 © 2011: Sutherland Asbill & Brennan LLP n L. Rubin is a partner in the Washington, offi ce of Sutherland Asbill and Brennan, orah G. Heilizer is a partner in the hington, D.C. offi ce of Sutherland Asbill Brennan, LLP. rew M. McCormick is an associate in Washington, D.C. offi ce of Sutherland ll and Brennan, LLP.
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  isciplinary actions brought by the Financial Industry Regulatory Authority (FINRA) in 2010 have risen. FINRA fi led 150 more disciplinary actions in 2010 than in 2009. Furthermore, the 1,310 disciplinary actions initiated in 2010 are nearly 25% more than the number of cases brought by FINRA in 2008. However, despite a substantial increase in enforcement activity in 2010, the $45 million in fi nes issued in 2010 are actually slightly less than 2009's $50 million. Below, the top enforcement issues for FINRA in 2010 are identifi ed, as are emerging disciplinary trends.The ResultsDisciplinary Actions and FinesTh e number of disciplinary actions fi led by FINRA grew from 1,158 in 2009 to 1,310 in 2010, an increase of more than 13%. Th is reverses the substantial slowdown in the number of disciplinary actions initiated between2006 and 2008 (when there were 1,204, 1,177, and 1,073 disciplinary actions fi led respectively), and almost brings FINRA back to 2005 levels, when 1,412 disciplinary actions were fi led. In 2010, FINRA fi ned fi rms and individuals approximately $45 million, falling just short of 2009's $50 million in fi nes. Despite the recent increase in the number of actions fi led by FINRA, the total amount of fi nes imposed by the regulator in 2010 is still signifi cantly less than in 2005, 2006, and 2007, when the fi nes were $184 million, $111 million, and $77 million, respectively. Th e number of disciplinary actions fi led in each year since 2005, as well as the amount of fi nes imposed and the percentage changes from year-to-year, can be seen in Table
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Table 3 .1 Share of trading volume in stocks included in main stock index on incumbent trading venues

 3 

	Index	Incumbent Venue	Share of Incumbent Venue
	AEX	Euronext-NYSE Amsterdam	62.9%
	BEL 20	Euronext-NYSE Brussels	69.4%
	CAC 40	Euronext-NYSE Paris	68.5%
	DAX	Deutsche Börse Xetra	67.6%
	FTSE 100	London Stock Exchange	51.2%
	FTSE 250	London Stock Exchange	62.2%
	IBEX 35	Bolsa de Madrid	84.2%
	FTSE MIB	Borsa Italiana	78.7%
	PSI 20	Euronext-NYSE Lisbon	91.5%
	OMX C20	Nasdaq-OMX Copenhagen	80.5%
	OMX H25	Nasdaq-OMX Helsinki	68.7%
	OMX S30	Nasdaq-OMX Stockholm	57.2%

Source: Source: Thomson Reuters Monthly Market Share Reports for all order book trading for August 2010 http://financial.thomsonreuters.com/marketsharereports

Table C .1 Consolidation in the stock exchange industry

 C 

	Year	Acquirer	Target
	2012		
		Tokyo Stock Exchange	Osaka Securities Exchange
		Hong Kong Exchanges and Clearing	London Metal Exchange
	2011		
		London Stock Exchange	TMX Group
	2008		
		Nasdaq	OMX
		CME Group	Nymex Holdings
	2007		
		NYSE	Euronext
		Nasdaq	Boston Stock Exchange, Philadelphia
			Stock Exchange
		TSX Group	Montreal Stock Exchange
	2006		
		Australian Stock Exchange	SFE Corporation
	2005		
		NYSE	Archipelago
		Nasdaq	Instinet
	2004		
		TSX (Toronto)	Natural Gas Exchange
		OMX	Copenhagen Exchange
		Nasdaq	BRUT ECN
	2003		
		OMX	Helsinki Exchange
	2002		
		Euronext	LIFFE
		Euronext	Portuguese Exchange
	2001		
		TSX (Toronto)	CDNX (Canadian Venture Exchange)
	Year	BME Spanish Exchanges Acquirer	Madrid Stock Exchange Target
			Valencia Stock Exchange Bilboa Stock Exchange
			Barcelona Stock Exchange
	2000		
		CDNX (Canadian Venture Exchange)	Winnipeg Stock Exchange
		Euronext	Paris Stock Exchange
			Amsterdam Stock Exchange
			Brussels Stock Exchange
		Hellenic Stock Exchange	Athens Stock Exchange
			Thessaloniki Stock Exchange
			Athens Derivative Exchange
		Hong Kong Exchanges & Clearing	Stock Exchange of Hong Kong
			Hong Kong Futures Exchange
			Hong Kong Securities Clearing Company
	1999		
		Singapore Exchange	Stock Exchange of Singapore
			Singapore Intl Monetary Exchange
			(SIMEX)
		CDNX (Canadian Venture Exchange)	Vancouver Stock Exchange
			Alberta Stock Exchange
		Nasdaq	American Stock Exchange

Source:

Aggarwal, 2013. 

Part&III& & Shareholder&types,&their&concentration&and&its&effects& on&exchanges'&operating&and&financial&results&-& an&empirical&study& III.1.&Introduction&

  

	).! With! hindsight,! it! becomes! clear! why! exchanges! went! to! such! unprecedented! II.3.3.!Mifid.! ! !! lengths!to!lobby!against!the!Mifid.!Athough!it!deals!with!numerous!issues!pertaining!to! investor!protection!and!giving!final!customers!the!best!possible!service!while!bringing! down! the! costs! of! financial! transactions,! the! Mifid! is! most! vividly! remembered! for! having! broken! down! the! national! monopolies! of! stock! exchanges.! New! entrants! were! well! prepared! for! this! and! within! a! few! years! more! than! 30! alternatives! to! the! stock! exchanges!were!established.! On!the!handling!of!customers'!orders,!the!Mifid!details!the!information!that!needs! to!be!captured!when!accepting!client!orders.!It!also!seeks!to!ensure!that!firms!act!in!the! client's! best! interests! and! sets! rules! about! how! orders! from! different! clients! may! be! ! 73! aggregated.!In!order!to!ensure!maximum!pre=trade!transparency,!the!Mifid!stipulates!all! trading! platforms! make! public! a! large! amount! of! data! on! pending! prices! and! available! orders.!Other!compliance!requirements!pertain!to!post=trade!transparency.!The!aim!is!to! make! public! all! data! required! to! constitute! a! comprehensive! audit! trail:! ultimately,! investors! or! regulators! must! be! able! to! rebuild! a! minute! by! minute! account! of! every! trade,!its!timing,!size!and!execution!price.! Also,!to!protect!customers,!the!Mifid!introduces!a!best=execution!rule.!This!means! "firms![must]!take!all!reasonable!steps!to!obtain!the!best!possible!result!in!the!execution! of!an!order!for!a!client.!The!best!possible!result!is!not!limited!to!execution!price!but!also! includes!cost,!speed,!likelihood!of!execution!and!likelihood!of!settlement!and!any!other! factors!deemed!relevant". lxiv ! ! II.3.4.!Reg!NMS.! According!to!the!SEC,!Reg!NMS!redefines!the!National!Market!System.!In!addition! to!modernizing!listing!and!trading!practices,!"Regulation!NMS!includes!new!substantive! rules!that!are!designed!to!modernize!and!strengthen!the!regulatory!structure!of!the!U.S.! equity!markets". lxv ! In! essence,! the! main! difference! between! Reg! NMS! and! the! Mifid! is! that! the! first! did! not! need! to! open! securities! trading! to! competition,! because! Reg! ATS! had! already! done!that.!The!remainder!of!Reg!NMS!deals!broadly!with!the!same!issues!as!Mifid.!Reg! NMS!is!made!up!of!four!main!sections.!The!first,!"Order!Protection!Rule",!aims!to!ensure! that!orders!are!not!automatically!executed!on!a!platform!until!sufficient!steps!have!been! taken!to!verify!that!no!other!venue!offered!a!better!price.!The!second!section!("Access! Rule")!seeks!to!make!the!market!more!transparent.!Effectively,!it!sets!limits!on!the!fees! that!a!trading!venue!can!charge!for!participants!to!access!its!market!prices.!It!also!forces! trading!venues!to!forbid!their!members!from!posting!prices!that!are!deliberately!set!to! interfere!with!the!order!books!of!other!markets.!The!third!rule!(called!the!"Sub=Penny! Rule")!sets!a!minimum!quotation!price!(or!"tick!size"),!so!that!a!market!participant!may! not!undercut!a!posted!price!by!a!fraction!of!a!US!cent!just!to!undermine!that!pre=existing! price.! The! last! rule! ("Market! Data")! is! very! similar! to! the! audit! trail! provisions! introduced!by!the!Mifid.!However,!the!SEC's!market!data!rule!goes!further!and!sets!out!a! data,!based!on!their!market!share!of!equity!trading.! ! Since!the!mid=1990s!financial!exchanges!have!witnessed!major!changes!in!their! operating! environment.! The! most! important! of! these! include! fast=paced! technological! advances;!significant!modifications!of!their!legal!and!regulatory!environments;!massive! entry! of! new! competitors;! major! shifts! in! trading! patterns! in! parallel! with! exponential! growth!in!trading!volumes;!and!strong!pressure!from!customers!to!reduce!trading!costs.! These! developments! have! induced! equally! massive! changes! in! the! way! exchanges! are! organized!and!managed,!as!well!as!major!shifts!in!their!ownership!structure,!requiring! significant!modifications!in!corporate!governance.! Over! the! last! 20! years! in! developed! countries! most! exchanges,! which! had! been! structured! as! cooperatives! or! user=owned! entities! since! their! creation! decades! -! or! centuries! -! earlier,! demutualized! and! adopted! corporate! structures! more! in! line! with! those! of! financial! institutions! such! as! commercial! or! investment! banks.! One! share=one! vote!replaced!one!member=one!vote!and!distribution!of!dividends!replaced!the!previous,! non=profit,! norm.! Among! the! exchanges! that! demutualized,! a! majority! also! listed! their! own! shares! on! their! exchange! and,! in! the! process,! were! forced! to! implement! (with! various! degrees! of! success)! the! standards! of! transparency! and! governance! that! they! imposed!on!their!listed!customers.! ! III.2.&Literature&review& & III.2.1.!Types!of!exchange!ownership!and!control.! Before!getting!into!the!details!of!the!various!types!of!ownership,!I!should!clarify! that! in! this! dissertation! I! shall! not! differentiate! between! a! mutual! and! a! cooperative! when! discussing! exchanges! prior! to! their! demutualization.! Both! mutuals! and! cooperatives!are!owned!by!their!users!and!run!for!their!benefit,!and!do!not!aim!to!make! profits.! The! main! difference! between! the! two! structures! is! that! in! order! to! become! a! member!of!a!cooperative,!one!must!purchase!a!share.!This!is!not!the!case!for!a!mutual,! which!imposes!no!such!entry!fee.!Mutualist!owners!become!members!by!the!sheer!fact! of! opening! an! account! or! paying! a! fee! to! use! the! organization's! services.! The! US! ! formula!for!exchanges!and!trading!platforms!to!share!the!revenues!from!selling!market! ! 80!

Table B .1 History of demutualisation of major exchanges

 B 

		Year of Demutualisation	IPO/Listing Date	First Day Return (Offer to Close)
	Major European Exchanges			
	London Stock Exchange	2000	20-Jul-01	-5.20%
	Euronext	2000	10-Jul-01	-8.40%
	Deutsche Borse	2000	5-Feb-01	11.40%
	BME Spanish Exchanges	2001	14-July-06	-4.03%
	Swiss Exchange	2002	N/A	N/A
	OMX Group	1993	1-Jan-93	N/A
	Borsa Italiana	1997	N/A	N/A
	Oslo Exchange	2001	28-May-01	25.26%
	Hellenic Stock Exchange	1999	28-Jul-00	-6.40%
	Major North American Exchanges			
	NYSE	2006	7-Mar-2006	19.4%
	Nasdaq (including AMEX)	2001	1-Jul-02	0.00%
	Toronto Stock Exchange	2000	12-Nov-02	13.10%
	Chicago Mercantile Exchange	2002	6-Dec-02	22.57%
	CBOT	2005	19-Oct-05	48.70%
	CBOE	2010	15-June-10	12.03%
	International Securities Exchange	2002	8-Mar-05	68.89%
	Major Asian/Oceania Exchanges			
	Tokyo Stock Exchange	2001	2013	N/A
	Osaka Stock Exchange	2001	2-Apr-04	154.12%
	Hong Kong Stock Exchange	2000	27-Jun-00	17.90%
	Australia Stock Exchange	1998	14-Oct-98	3.70%
	Taiwan SE Corp.	N/A	N/A	N/A
	Korea Exchange	2005	N/A	N/A
	Singapore Stock Exchange	1999	16-Nov-00	21.80%
	Bursa Malaysia	2004	18-Mar-05	23.33%
	Philippines Stock Exchange	2001	15-Dec-03	120.18%
	New Zealand Stock Exchange	2003	4-Jun-03	16.67%
	Sydney Futures Exchange	2000	16-Apr-02	-3.02%
	Source: Aggarwal, 2013.			

Table&III.2& Multiples&paid&for&exchange&acquisitions&in&2002]2007& (multiple&of&earnings&before&interest,&tax,&depreciations&and&amortizations)&

  

	This developments underpin a substantial change in the way in which securities exchange
	compete. Consolidation strategies and new business models oriented toward a wide
	geographical and product diversification raise the question on what exchanges are worth.
	!
	Source:!Polato!and!Floreani!(2009)!
	!
	The! multiples! paid! are! high! for! the! period,! as! average! market! valuations! for! listed!
	European! exchanges! were! in! the! region! of! 10! to! 11! times! earnings! in! the! years! 2002=
	2007,!according!to!Polato!and!Floreani.!
	Euronext!was!widely!criticized!in!2001!when!it!paid!£550million!to!acquire!Liffe!(it!
	increased!its!bid!unilaterally!at!the!last!minute!after!submitting!a!first!closed=envelope!
	offer!at!£500m.!The!two!other!bidders,!LSE!and!Deutsche!Boerse,!had!made!offers!in!the!
	region!of!£350million=£400!million,!so!in!effect!Euronext!ended!up!outbidding!itself. lxxxiv !
	Polato!and!Floreani!(2009)!analyzed!the!NYSE!bid!for!Euronext!and!the!LSE's!acquisition!
	of! Borsa! Italiana,! and! came! to! the! conclusion! that! both! acquisition! prices! were! hefty.!
	Based!on!multiples!of!other!exchanges,!they!estimated!a!standalone!value!for!Euronext!
	8

Table 4 -Mean ad median of Ev/Ebitda multiple in recent mergers.

 4 

	All deals	European markets	Us markets	Derivative markets
	Mean	Median	Mean	Median	Mean	Median	Mean	Median
	27	23.9	25.3	20	28.5	29.1	27.6	28.6
	Source: our elaborations						

  different!approach.!I!expect!that!when!a!competitor!becomes!a!controlling!shareholder! of! the! LSE,! this! must! have! some! influence! the! LSE's! performance.! In! order! to! find! out!

	what!these!effects!can!be,!I!compare!performance!variables!before!and!after!a!strategic!
	shareholder!takes!control.!In!this!case,!2006!is!the!watershed.!Before!that,!no!strategic!
	shareholder! holds! more! than! 12%.! Starting! in! 2006,! Nasdaq! holds! more! than! 35%! of!
	LSE's! shares.! Even! after! Nasdaq! sells! its! stake! to! Borse! Dubai,! this! strategic! stake!
	remains!above!29%!up!to!and!including!2011.!
	!	I!chose!a!20%!threshold!to!define!a!controlling!shareholder!based!on!one!of!the!

most!influential!articles!in!the!field.!La

[START_REF] Porta | !Corporate! ownership!around!the!world,!The![END_REF]

!look! at! corporate! ownership! in! wealthy! economies,! and! divide! firms! into! those! that! are! widely!held!and!those!that!have!an!ultimate!owner.!They!define!an!ultimate!owner!as!an! entity! that! controls! more! than! 20%! of! the! shares! or! votes! of! a! company.! This! 20%! threshold,!they!establish,!allows!the!said!owner!to!have!a!very!strong!influence!on!the! company.!In!their!conclusion,!they!state!that!having!such!control!offers!this!owner!the! possibility! to! expropriate! other! owners,! if! their! stakes! are! smaller! and! dispersed,! but! also! allows! him! to! exert! his! influence! to! create! additional! value! that! can! benefit! all! shareholders.! !

Table !

 ! 

					Table&IV.11&
		Effect&of&IMs&on&Deutsche&Boerse&performance&
	!					
	Dependent!variable:!IM.!			
	Variable&	&	&	R]squared& &	T]stat&&	P&
	SharePrice! !	!	0.544! !	!	3.09! !	*!
	SalesPerEmployee! !	0.630! !	!	3.69! !	**!
	SellingGenExpToSales!	0.636! !	!	=3.74! !	**!
	!					
	IV.10!below.! In! sum,! a! high! proportion! of! financial! investors! is! linked! to! better! operating!
	performance!and!higher!financial!performance,!in!particular!a!high!share!price.!
	!					
	!				Table&IV.10&
		Effect&of&freefloat&on&Deutsche&Boerse&performance&
	! Mean!comparisons.!				
	Dependent!variable:!freefloat.!		
	Number!of!observations:!9.!			
	!					
	Number!of!observations:!10!		
	Variable&	&	&	R]squared& &	T]stat&&	P&
	SharePrice! ! OperatingProfitMargin! !	0.558! ! 0.414! !	! ! Table&IV.12& =3.18! ! =2.38! !	*! *!
	SalesPerEmployee! ! Deutsche&Boerse&performance&under&IM&control& 0.655! ! ! =3.90! ! **!
	SellingGenExpToSales! !	0.652! !	!	3.87! !	**!
	!					
	Dummy!variable:!IMDom.!			
	!					
	Variable& Investment!managers.! & & DividendPayout! !	Mean&1& 61.82! !	Mean&0& 25.60! !	Diff.& & 36.22! !	t]stat& & 2.84! !	P& *!
	! SalesPerEmployee! ! Several!measures!of!productivity!and!profitability!are!positively!correlated!to!IM! 967927! 666892! 301035! 2.77! ! *! !
	holdings! (see! Table! IV.11! below).! As! expected,! operating! expenses! are! negatively!
	correlated,!with!IMs!more!likely!than!other!investors!to!apply!pressure!for!cost!control.!
	!					
	!					
	!					
	!					
	! 160!					

!

In!a!separate!approach,!I!apply!a!test!to!compare!the!mean!of!each!variable!when! IMs!own!more!than!50%!(mean!1)!to!the!mean!when!IMs!hold!less!than!50%!(mean!0).! Table

!

IV.12!below!shows!the!results!of!this!method.! !

  Table! IV.13! below)! corroborate! the! expectation! that! share! dispersion! has! a! negative! influence! on!

						Table&IV.14&
					Effects&of&IMs&on&CME&performance&
	!					
	Independent!variable:!IM.!	
	performance.!			
	Variable&	&	&	R]squared& &	T]stat&&	P&
	! SharePrice! !	!	0.533! !	!	3.02! !	*!
	OperatProfitMargin! ! PreTaxMargin! ! CashFlowToSales! ! ! NetMargin! ! !	0.845! ! 0.864! ! Effects&of&freefloat&on&CME&performance& ! 6.61! ! ***! Table&IV.13& ! 7.11! ! ***! 0.758! ! ! 5.01! ! **! 0.424! ! ! 2.42! ! *!
	Independent!variable:!freefloat..! SellGenExpenToSales! 0.673! !	!	=4.06! !	**!
	Number!of!observations:!9.! !	
	Variable&	&	&	R]squared& &	T]stat&&	P&
	SharePrice! !	!	0.496! !	!	=2.81! !	*!
	OperatProfitMargin! !	0.880! !	!	=7.64! !	***!
	SalesPerEmployee! !	0.474! !	!	=2.51! !	*!
	PreTaxMargin!	!	0.879! !	!	=7.61! !	***!
	CashFlowToSales! !	0.754! !	!	=4.95! !	**!
	NetMargin! !	!	0.478! !	!	=2.70! !	*!
	SellingGenExpToSales!	0.731! !	!	4.66! !	**!
	!					
	!					
	!					
	Investment!managers.!		
	!	Conversely,!a!number!of!variables!(shown!in!Table!IV.14!below)!indicate!that!the!
	presence!of!value!maximizing!institutional!investors!leads!to!better!performance!and!a!
	higher!share!price.! Similarly,! a! high! concentration! of! IMs! seems! to! help! managers! to!
	focus!on!keeping!operating!costs!under!control.!!
	!					
	!					
	!					
	!					
	!					
	!					
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!

Productivity,!gross!and!net!margins,!profits!and!the!share!price,!are!all!negatively! correlated! to! the! proportion! of! freefloat.! Selling,! general! and! administrative! expenses! are!positively!correlated,!validating!the!expression!"when!the!cat's!away,!the!mice!will! play"! (in! other! words,! in! the! absence! of! a! counter=power,! management! feels! unaccountable!and!has!little!incentive!to!control!costs).!

Table !

 ! 

	exchanges,!at!the!aggregate!level,!that!would!be!attributable!to!the!introduction!of!Mifid!
	and! Reg! NMS,! although! a! shift! is! noticeable! at! LSE,! from! 70.3%! in! 2005! to! 48.8%! in!
	2011.!	0 0 2 2 4 4 6 6 8 8 Brokers' Holdings (%) Brokers' Holdings (%) 0 0 .2 .2 .4 .4 .6 .6 .8 .8 1 1 After_Mifid After_Mifid 95% CI 95% CI Fitted values Fitted values				
	!	8					
	2 4 6 Other!relevant!data! Some!performance!measures!are!not!shown!in!the!graphs!or!tables!above,!either! because! they! are! not! comparable! across! exchange! type! or! because! some! part! of! the! Brokers' Holdings (%) sample! does! not! yield! significant! results.! They! nonetheless! deserve! to! be! mentioned!
	briefly.!						
		0					
	The! main! variables! omitted! here! are! related! to! dividend! payments,! and! the!
	0 reason!they!are!omitted!is!that!Nasdaq!never!paid!a!dividend!in!the!period!under!study,! .2 .4 .6 .8 1 After_Mifid
				95% CI	Fitted values		
	so!this!variable!cannot!be!used!as!a!proxy!for!firm!performance,!nor!can!it!be!compared!
	V.3!below!shows!that!brokers'!holdings!fell!by!almost!60%!after!the!
	deregulation.!						
	!						
				Table&V.3&		
	Brokers'&shareholdings&before&(Mean&0)&and&after&(Mean&1)&deregulation&
				(%!of!outstanding!shares)!		
				!			
	Variable&	&	Mean&0&	Mean&1&	M1]M0&	t]stat& &	P&
	Brokers!	!	4.574! !	1.898! !	=2.677!!	=2.286!!	*!
	!						
	Brokers! clearly! and! significantly! reduce! their! combined! stake! in! exchanges:! at!
	NYSE!Euronext,!from!17.2%!in!2005!to!2.1%!in!2011;!and!at!Nasdaq,!from!7.2%!to!1.3%!
	over! the! same! period.! It! is! during! this! period! that! brokers! invest! in! -! and! start!
	transferring! their! business! to! -! AVs.! As! I! have! discussed! in! Parts! I,! II! and! III,! and!
	examined!in!detail!in!a!separate!box!in!Part!IV,!the!founding!owners!of!platforms!such!as!
	Turquoise,! BATS! and! Chi=X! include! many! large! shareholders! in! LSE,! Nasdaq! and! NYSE!
	Euronext.! I! have! not! found! any! significant! changes! in! IMs'! shareholdings! in! organized!
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Table I Approximate fi nes (in millions of dollars) Year-to-year percentage change Number of disciplinary actions Year-to-year percentage change

 I ! tried! to! use! abbreviations! sparsely,! for! clarity! and! readability! purposes.! I! use! them!as!a!last!resort,!when!doing!so!is!the!only!way!to!fit!a!full!table!(or!set!of!tables)!on! a!page.!

	2005 2006 2007 2008 2009 2010 1,310 A.I.3.&List&of&variable&abbreviations.& 184 N/A 1,412 111 < 40 > 1,147 77 < 31 > 1,107 28 < 64 > 1,007 50 79 1,090 45 < 10 > ! I! have	N/A < 19 > < 5 > < 9 > 8
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Appendix&V& & &

The!following!data,!underlying!the!quantitative!section!of!Part!V!of!the!dissertation,!are! derived! from! the! main! database! presented! in! Appendix! I.! The! quantitative! approach! adopted! in! Part! V! (mean! comparisons! and! difference=in=differences)! required! two! dummy!variables.!Diversified!(Div):!Div!=!1!for!diversified!companies!that!operate!cash! equities!and!derivatives!exchanges;!Div!=!0!for!specialized!equity=only!exchanges.!After! Mifid!(AM):!AM!=!1!in!the!four!years!(2008!to!2011)!after!the!implementation!of!Mifid! and!Reg!NMS;!AM!=!0!in!the!four!years!before! (2004!to!2007).! This! approach! also! required! that! the! two! periods! under! study! be! of! equal! length.! Because!four!years!of!data!were!available!for!the!post=Mifid!period,!pre=Mifid!data!were! also!limited!to!four!years.!Data!for!the!years!pre=2004!were!thus!left!out.! Significant! results! are! highlighted! in! grey,! and! are! reproduced! and! analyzed! in! Part! V.! Variables! that! show! significant! results! in! both! samples! (Diversified! and! Pure! Players)! are!then!used!for!the!difference=in=differences!approach!in!the!following!table.!!